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(3) In the case of Regal Engineering Industry, the major 
causal factors underlying its role failure are both voluntary 
and involuntary. The project start-up was affected due to 
the inordinate delay in getting an important lathe. However, 
the unit still earned some profit. But the unit failed to 
consolidate its position after the initial success. The other 
causal factors that affected the role performance of the 
unit, were labour problems, and working capital shortage. 
These factors led the unit to a sick status. 

(4) The major causal factors underlying the role failure 
of Paxwell Tools and Engineering Entreprises were both volun- 
tary and involuntary. The project start-up was affected as 
the unit could not receive one of the important lathes from 
its suppliers. Other causal factors that affected the unit's 
performance are poor marketing and labour problems. These 
factors led the unit to a state of sickness. After analyzing 
the comparative role performance of sick units we now turn 

to the analysis of the role performance of the healthy units. 

5 . 2 A Comparison of the Healthy Units from Electronics and 
Mac hine Tools Industries . 

The healthy units being compared arei 

1* Sai Electronics (Pvt.) Ltd. 

2. Electronic Equipments (Pvt.) Ltd. 

3. Sabeer Machine Tools (Pvt.) Ltd. 

4. M/S Precision Tools. 
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Small scale industry has been accorded an important 
place in the national economy by the national decision 
makers. Snail units generate employment at relatively small 
capital cost? mobilise resources of capital and skill at 
microlevels and are expected to meet the rising demand for 
various goods and services required by the economy. .Small 
scale industry forms an important sector constituting nearly 
40 percent of the total output in the private sector. Much 
more significant is the employment generation capacity of 
small scale industry. 

India operates today in sheer size what is perhaps 
the largest small industries programme in any developing 
country. Small scale sector as a priority sector of the 
national economy is protected and promoted in a number of ways. 
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The growth of small industry has been sought to be promoted 
over years through various government policies and measures. 
However, presently the small scale industrial sector suffers 
from a high rate of mortality and growing incidence of 
sickness. According to latest estimates? the percentage 
of sick units in the small scale industry varies from ten 
to fifty percent in various states. The closure or debilitated 
existence of an< industrial unit involves heavy cost to the 
society? it renders idle its manpower, 0 lays waste scarce 
financial and material resources invested in land and build- 
ings? machinery and equipment, inventories and stocks. The 
social cost involved is much more. 

Present study attempts to understand and analyse the 
problem of sickness in small scale industries from a socio- 
logical perspective. The problem of sickness in industrial 
units is essentially a sociological problem. An industrial 
enterprise is a social system functioning in a social environ- 
ment consisting of various other social systems with whom it 
interacts in terms of specific role relationships. Accordingly, 
the problem of sickness may be viewed in terms of the role- 
performance failure of the units concerned and the social 
entities in their environment. Analogously, the problem may 
be interpreted in terms of the mal- functioning role relation- 
ships based on the reciprocity of expectations amongst the 
interacting social systems. 



135 


All the four units are characterized by varying degrees 
of successful role performance based on the portrayal of 
their role performance in the last two chapters, the dimen- 
sions of successful role performance of the healthy units may 
be stated as below. These dimensions are essentially the 
same as in the case of sick units. ' Only their signs are 
reversed herej 

(i) The start up of the project as per schedule, 

(ii) Cohesion of ownership structure, 

(iii) Carrying out of production activity at an economic 
level i.e., the non- failure of production function, 

(iv) Payment of sufficient wages and bonus to their 
workers and maintain harmonious relations i.e., 
effective management of labour relations, 

(v) Sustained and increasing- volume of sales i.e., effec- 
tive marketing function, 

(vi) Paying back the loan instalments to the financial 
institutions as per schedule i.e., maintenance of 
financial credibility, 

(vii) Maintenance of working relations with other social 
entities in their environment, 

(viii) Fulfilment of the social objectives of surplus and 
employment generation. 

The healthy units have shown capacity to create net 
internal surplus and generate sustained potential for employment. 



So far, however no attempt appears to have been made 
toward analysing the problem of industrial sickness from a 
sociological point of view and in a systematic and compara- 
tive context. 

Research design of the present study is organised 
around a systematic comparison of a matched set of eight 
small scale units equally divided into healthy and sick 
categories. The units selected for the study are characteriz- 
ed by a set of common control characteristics. Methodological 
rationale behind selection of units sharing a set of common 
characteristics is to ensure a set of crucially important 
control conditions in the context of identifying the factors 
underlying sickness or its absence in the investigated units. 
The scope and validity of the findings are further sought to 
be enlarged by selecting the units from two different lines of 
production i.e., electronics and machine tools, instead of 
focussing on a single category of production only. 

The selected units in each of the two production lines 
are similar to one another in respect of the following import- 
ant control characteristics s 

1. Age of the unit i.e., the period of its establishment 

2. Manufacturing activity 

3. Production technology 

4. Production capacity- 



Table 5.5: Major causal factors underlying the differential role performance 
of healthy and the sick units. 
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5. Capital structure - ■ 

6. Technical background of the entrepreneurs 

7. Socio-economic background of the labour force 

8. Size of the labour force 

9. Sources of finance 

10. Geographic location of the unit 

In addition to the foregoing common control characteris- 
tics of the small scale units selected for study, the entre- 
preneurs associated with these units are also characterized 
by the following common entrepreneurial attributes? 

1. Education 

2. Technically qualifications > 

3. Awareness of ideas and opportunities in their 
respective fields 

4. High level of motivation 

5. Possession of investible capital 

6. Technical work experience in their respective lines 
of production 

7. Familiarity with the governmental provisions for 
the promotion of small scale industry 

These entrepreneurial attributes are deemed as the 
prerequisites of successful entrepreneurial performance in 
the literature on entrepreneurial development. In our study, 
however, we find that the performance differentials of the 
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(i) Timely sanctioning of loans ? licences etc. 

(ii) Supply of the required quantity and quality of raw 
materials 

(iii) Timely response toward the units need for financial 
accommodation and additional funds etc 

(iv) Timely and helpful response for the various t^/pes of 
help sought and necessary 

(v) Effective coordination between the different service 
and financial organizations dealing with the units 

(vi) A genuine concern and sympathy for the units problems 
by visits by the officials from the concerned organi- 
zations to the units concerned 

Discrepancy in the reciprocity of role expectations 
between the small scale units and the service and financial 
organizations defines a situation of role malfunctioning and 
failure. 

In the following pages we discuss the role failures of 
the service and financial organizations with reference to the 
units of our study. 


6.2.1 Role Failure of Karnataka State Financial Corporation 
LtdT (KSFC; 


KSFC was established on March 30? 1951? primarily to 
meet the financial requirements of the small and medium enter- 
prises? the former being considered to be relatively more 
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'sick' and 'healthy 1 units cannot be assessed in terms of 
these attributes only as they are the common features of 
all the entrepreneurs in our study. 

The logical structure of the investigation is accord- 
ingly organised around the following four themes of inferences'? 
(l) the comparison of ’sick’ units among themselves, (2) the 
comparison of 'healthy 1 unite among themselves, (3) the compa- 
rison of 'healthy' and 'sick' units and (4) the organization 
and environment relationships of the units concerned. These 
themes of inference are based on Mill s Method of Agreement 
and Method of Difference. 

The objectives of the study may now be stated as follows? 

1. To find out the underlying factors differentiating the 
'sick' and 'healthy' status of the units investigated 

■ in the study. 

2. To understand the problem of sickness by analysing the 
actual and normative role performance of the various 
social entities in the units social environment. 

3. To bring out the salient issues underlying the role 
failure of the various social entities involved. in the 
problem situation including the units concerned. 

4. To assess the findings of various studies on industrial 
sickness in small scale industry in relation to the 
findings of the present work. 
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assistance proposed by KEGNICS were not realistic accord- 
ing to the entrepreneur. The managing director of KEONICS 
informed the investigator that the corporation has some set 
procedures in offering marketing assistance to the electro- 
nics units. In accordance with these procedures the terms 
of marketing assistance were made known to the entrepreneur 
of Surya Electronics Laboratory. The managing director 
pointed out that the entrepreneur never turned up to nego- 
tiate the deal, after submitting two models of the voltage 
stabilizers proposed to be produced by the firm. 

The entrepreneur on the other hand threw the blame 
entirely on the managing director for his alleged lack of 
sympathy to understand the problems of the small scale unit. 

He accused the managing director of passing on the models 
of the voltage stabilizers submitted by him to managing 
director's friend for production of the same. 

The. 1 ’ role of KEONICS as a service organization has been 
criticized by other sick units also. The healthy units also 

. Jr 

have not received any kind of assistance from KEONICS. Their 
evaluation of the role of KEONICS is not high. The role failure 
of this organization is then assessed in terms of the percep- 
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5. To derive a set of policy measures for dealing with 
the problems of sickness in small scale industry^ on 
the basis of the present study. 

The study is primarily based on the data collected 
from field work. Data was collected through field observa- 
tion and interview schedule over a. period of six months. 
Secondary sources of information have been utilised where 
necessary. 

Framework of sociological analysis employed in this 
study is oriented around the basic concepts of role performance, 
norms of role performance, role failure and the organization- 
environment relationship. 

Small scale units as social entities depend on other 
social entities for their various requirements like finance, 
material inputs, manpower, technical information and marketing. 
The units in turn contribute to the society, goods and services, 
taxes, employment opportunities and the upgradation of techni- 
cal skills. An industrial unit is defined as 'sick* when it 
fails to generate internal surplus on a continuing basis and 
depends for its survival on frequent infusion of external 
funds. This definition is based on economic criteria. From 
a sociological point of view however, a unit is 'sick' when 
it fails to meet its social obligations to society as a creater 
of employment potential and net economic surplus needed for the 
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Bank of India and Nationalized Banks and at a lower and more 
direct level the agencies like KSFC, KEONICS,SISI and the 
various branches of nationalized banks. The present study as 
well as all the available information shows that the policies 
enunciated and implemented by the various governmental organs 
for the promotion and growth of small scale industry have been 
largely unsuccessful. The number of sick units is increasing, 
the percentage of defaulting units is rising and the financial 
base of the state agencies themselves is being eroded as a 
consequence. It is thence of imperative importance to develop 
a set of policy measures for improving such a state of affairs. 

7.1 Policy Measures from Role Failure Analysis ; 

In the preceding chapters, we have discussed and analysed 
the events, factors, circumstances and situations contributing 
to the role failures of the social entities involved in the 
problem. We have also depicted the subjective perceptions of 
the role incumbents as regards their respective views of the 
problem phenomenon- The identification of the required policy 
measures for dealing with the problem would thence logically be 
based on the requirements of eliminating or rather overcoming 
the actual and perceived sources of their role performance 
failures. In what follows, we identify a set of policy measures 
based on the requirements of rectifying the sources of their 
role failures. We outline these policy measures briefly and 
indicate their rationale alongside. 
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development of national economy. The sick status of a unit 
is further an outcome of its role performance failure- along 
with those of the social entities in its environment. 

The main thrust of the analysis is around the compari- 
son of the performance of 'healthy' and 'sick 1 units in res- 
pect of their basic functional subsystems like finance , pro- 
duction, material inputs, manpower and marketing. The comparison 
reveals that their performance in their respective functional 
subsystems differs markedly. In the case of 'sick' units we 
find that they faced difficulty in securing adequate working 
capital. They were however, able to start production and 
earned marginal profits in the first two years. From the 
third year onward their performance began to deteriorate due 
to internal and external factors. Among the internal factors 
the most important was the inability of the entrepreneurs to 
stabilise and consolidate their relationship with the market. 

It led them to a situation where they failed from third year 
onward to secure adequate orders and volume of business to 
cover their operational costs. Disturbed labour relations 
brought about by their poor financial position further aggra- 
vated their low capacity utilisation and led them toward a 
situation of continuing losses. 

The external factors include the non-availability of 
assistance regarding marketing, shortages of basic raw- 
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materials and working capital needs from the state agencies 
apart from the damaging delays in the units dealing with the 
state agencies. 

The ’healthy' units on the other hand were not crippled 
by the lack of working capital and they succeeded in stabilis- 
ing their market position after the first two years of their 
operation. With a relatively more adequate financial resource 
base, they could secure enough volume of business so as to 
earn modest profits. However, they too have not been able to 
utilize their production capacity fully due to the constraints 
they share in common with the 'sick 1 units. They are far from 
the realization of their full production potential and the 
utilization of growth opportunities. 

The study shows that the social entities in the environ- 
ment of small units have xailed in their normative role perfor- 
mance. Both 'healthy' and 'sick' units have encountered the 
apathy and unresponsiveness of the small scale service organi- 
zations. The service rendered by these organizations has been 
characterized by inordinate delays, inadequacy and lack of 
understanding. The entrepreneurs perceive the role performance 
of the state institutions as unhelpful and indifferent. 

The work of the state agencies and financial organs 
is seen to lack coordination and follow-up measures that are 
indispensable for sustaining the operation of new units. The 
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exogenous variables and reversing the signs of the variables 
in this situation. The measures may thence contextually be 
identified as follows s' 

(i) The official agencies should extend the necessary finan- 
cial assistance toward the working capital requirements of 

the sick units, who may benefit from such help and improve 
their performance. 

(ii) The official agencies should extend the marketing 
assistance to the weak units so that they may increase their 
market share. 

(iii) The official agencies should avoid inordinate delays 
in their transactions with the units i.e. they should improve 
their internal working methods and procedures. 

(iv) Official agencies should coordinate their operations 
in a timely and effective manner with a view to help the sick 
units in a meaningful manner. 

(v) In order to assist the units and assess their genuine 
requirements properly, the officials of the government agencies 
should be trained in techniques of managerial analysis. 

(vi) In order to overcome their resource constraints in 
helping the sick units, the central and state governments and 
R.B.I. should provide them with more financial resources as 
well as greater flexibility in these operations. 
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role failure of these agencies has contributed to the sick- 
ness of weak units on the one hand and prevented the proper 
growth of the khealthier .units on the other. The state 
agencies attribute their ineffective role performance to the 
policy and resource constraints imposed on them by the higher 

level state organs. They also realize that the depletion of 

/ 

their resources by the sick units and policy implementation 
lapses on their own part have contributed to their ineffective 
role performance. 

Policy inferences emerging out of this study are basi- 
cally of two types $ 

1. Policies to promote fuller growth of small units by 
providing required measure of help to the growing 
units. 

2. Policies to identify and revive the weak and sick 
units in order to make them viable. 

These policies emerge from the study in a deductive 
manner. The theoretical constructs of the sociology of 
knowledge and social cybernetics are utilized for this pur- 
pose. ,The study is concluded at this point. 

An important point emerging from the present study is 
to show that the problem of sick units cannot be understood 
merely in terms of the surface characteristics of the 
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entrepreneurs. All the en . repreneurs of lie study are 
characterized by a set of common attributes mentioned ear- 
lier i.e., education, technical qualifications, work experi- 
ence etc. 

The problem of industrial sickness in this study is 
seen to be the outcome of the varying degrees of role failure 
of the entrepreneurs and the social entities in their environ- 
ment. Effective role performance of the social entities in 
the environment could have potentially prevented the role 
performance of the enterprises from worsening. The poor 
performance and role failure of the 'sick* units who cannot 
repay the borrowed funds in turn depletes the resource base 
of the state agencies and adversely affects their capacity 
to help the needy units more effectively and adequately. 

The sociological nature of the problem hence emerges as one - 
of a cascading set of role failures amongst an interrelated 
and interacting set of social entities involved in the problem 
situation. 



CHAPTER I 


INTRODUCTIONS THE PROBLEM OF INDUSTRIAL SICKNESS IN 
SMALL SCALE INDUSTRY 


1.1 Growth of Small 


Industrial development of the underdeveloped countries 
is one of the major endeavours of our times. It is an effort 
through which the underdeveloped countries hope to find a 
solution to their pervasive problems of poverty and unemploy- 
ment. This belief was expressed by Nehru when he said* "Real 
progress must ultimately depend on industrialization." Through- 
out the world, industrialization has indeed become a major 
instrument of socio-economic transformation. 

Industrial activity in India until the middle of the 

19th century consisted mainly of handicrafts, such as the 

handloom production of cotton, silk and woollen textiles. The 

decline of handicrafts during late 19th Century was primarily 

due to the disappearance of the native Indian courts, the 

establishment of British rule and competition from a more 

2 

highly developed form of industry. 

eeches (New Delhi s Government of India 


Publications, 1958^, p. 11. 


1 
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In the late 19th Century India saw the emergence of 
multisectoral economy with the appearance of factory industry 
both foreign and national, and the formation of capitalist 
enterprises. The development of small industries in India 
however shows distinct differences from that of large indus- 
tries. The former gradually began to take shape in the first 
decade of the 20th Century with the introduction of machinery 
under the stimulus of foreign competition whereas the latter 
entered the Indian scene in an already developed form. 

Small industry emerged through various stages of indus- 
trial organization. Initially its roots were in the urban 
crafts (e.g. s handlooms, brasswares) which very often depended 
for credit on the dealers of raw materials and the bulk buyers 
of finished products. Bringing together a number of such urban 
workshops under one roof, some of these middlemen became the 
first small capitalists in India. 1 

At a later stage there was an upsurge of small industries 
of another kind which produced their products by using mechani- 
cal appliances. New kind of entrepreneur & with different 
training and outlook as compared to the earlier miuuxo-man- 
trader-entrepreneur emerged on the industrial scene at this 
stage. 


1. D.R. Gadgil, Op.cit., p. 9. 



3 


Long before the independence came to India, Indian 
intellectuals and economists were wrestling with the problem 
of reconciling the advantages of large scale industries with 
the need for decentralization and diffusion of industrial 
production through small scale industries. However, an 

t 

interesting fact here is that though India recognised the 
significance of small scale industry from the beginning of 
the independence period (even earlier a la Gandhian approach), 
it did not attempt to collect systematic information in this 
regard till as late as 1974. 

1 . 2 Industrial Policy Resolution; A Growing Emphasis on 
Small Scale Sector s 

The need for the development of small scale, village 
and cottage industries was realized by the Indian government 
from the very beginning. Although their importance was under- 
lined in the Industrial Policy Resolution of 1948 and 1956, 
a positive polic 3 r in this regard was announced only in the 
Industrial Policy Resolution of 1978. This was the first time 
that the government laid a greater stress on the small sector 
than on any other industrial sector of the economy. Before 
independence, small scale industries occupied a relatively 
insignificant place in the national economy. They consisted 
mostly of unorganised units including household units engaged 
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in the production of goods with the aid of simple handtools. 
Shirokov views them as organised on pre-capitalist form.'*' 

Since independence, and particularly during the five- 
year plans, there arose a situation favourable to the develop- 
ment of all types of small scale industries. The}' - received 
government protection and incentives. The rapid expansion of 
domestic market also helped the small scale industries in 
expanding their production and diversification of their 
products. 


The development of the modern small scale sector received 

an impetus from the recommendations of the First International 

Perspective Planning Team which visited India in 1953-54 and 

2 

made valuable suggestions. The Team's major recommendations 
were the setting up of (a) four Regional Institutes of Technology 
(Small Scale Service Institutes) and (b) a marketing service 
corporation (National Small Industries Corporation). The 
government accepted these recommendations in formulating its 
programmes and policies for promoting small scale industries. 


A central organization viz. , organization of the small scale 
industries under a Development Commissioner came into existence 
in the year 1954. In the Second Five Year Plan (1956-61) further 


steps were taken to strengthen the Stat es 1 Departments of 

1. G.K. Shirokov, Industrialisation of India , (Mosccws Progress 
Publishers, 1973), p. 269. 


2. See Report on Small Industries in India - Ford Foundation 
[New Delhi: Govt, of India Publication, 1955) 
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Industries. This trend, by and large, continued in the Third and 
"the Fourth Five Year Plans also. 

, In the Fifth Plan emphasis "was placed on certain basic 
things like promoting entrepreneurial development, providing 
technical consultancy?- services and incentives for new indus- 
trial units in semi-urban, rural and backward regions. During 
the Sixth plan under Janata Government, the outlay earmarked 
for the small scale sector was Rs. 1,410 crores. This sector 
was expected to generate three million jobs out of a total of 
49.26 million jobs sought to be created during the plan period. 
All the foregoing policies and promotional activities indicate 
the continuity of the government 's objective of promoting the 
development of the small sector. 



Small industries have important social and economic ' 
significance for the Indian socio-economic system. The govern- 
ment 1 s oft- stated objectives have been the equitable distribu- 
tion of wealth, balanced regional growth, and generation of 
employment opportunities for the weaker sections of society. 
Development of small scale industries has been accorded high 
priority in the successive five-year plans as an important 

1. A.K-. Balakrishnan and Nikilesh Dholakhia, Decentralised 

Sectors A Managerial Framework, Vikalpa , Vol. No. 4, 

Oct., 1979 (Ahmedabad; IIM) , p. 281. 
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instrument for realising these and related objectives of 
socio-economic development. 

The relevant policy considerations in this context 
may be outlined as follows? (a) Small scale industries generate 
large volume of employment at relatively lower capital cost. 
According to one estimate Rs. 1 lakh investment in small 
scale sector provides employment for 26 persons, whereas the 
same investment in the large scale industry generates employ- 
ment for just 4 persons.' 1 ' Another sample survey points out 
Rs. 1 lakh investment in small scale industry results in 

p 

employment for 13 persons. 

(b) Small scale industries serve to meet a substantial part 
of the increased internal demand for consumer goods. 

(c) They facilitate a mobilization of local resources of 
both man-power and capital which might otherwise remain 
unutilised. 

(d) Their requirements of capital and managerial expertise 
are relatively much lower. 

(e) Agro-based small industries can act as vital link in 
harnessing the vast agricultural and forest resources and 

1. S.M. Patil, "Growth of Ancillary Industry in India," The 
Economic Times . (Bombay: 1.11.1978), p. 8. 

2. Report of Committee on Public Undertakings . Twelfth Report, 
(Bangalore: Karnataka Legislature, 1979 TT p . 8. 
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thence serve to lessen the pressure on overcrowded urban 
areas. They may also help in developing new growth centres 
in the rural areas. 

(f) Ancillary units provide parts and sub-assemblies to 
large forms at a considerably lower unit cost than that at 
which the latter would produce the items themselves. 

(g) Small industries serve to promote entrepreneurial 
development and managerial culture both of which are considered 
to be the determinants of industrial development. 

(h) They may help save foreign exchange and also earn the 
same by developing import substitution and exports. 

(i) They may reduce disparities of regional development 
and help promote economic growth. 

Owing to the foregoing polic\^ considerations in regard 
to small industries, the government has been trying to promote 
their development. Table 1.1 depicts the development of this 
economic sector from 1965-66 to 1977-78. 



Small scale sector has grown quantitatively as well as 
qualitatively. Three decades of industrialization have made 
India perhaps the largest industrialized country in Asia next 
only to Japan. The contribution of this vital sector to the 
Indian economy is substantial. Its share in the total private 
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sector production rose from 35 percent in the year 1972^ to 
more than 40 percent in 1979, and it constituted 18 percent 
of the total exports. 2 3 4 

Performance of the small sector (Table 1.1) has? however, 
not been quite satisfactory due to a lack of dedicated efforts 
by both the entrepreneurs and the concerned promotional organi- 
zations, Apart from the unhealthy practice of diversion of 
funds from the small industries .... and the diminishing share 
of the small scale sector in the state plan allocations, as 
observed b 3 ^ Administrative Ref orns Commission, the attitude of 
the officials was noted as another relevant factor in this 

3 

connection. Many entrepreneurs floated bogus small units to 
avail the scarce raw material quota for profiteering and 
thus creating shortages of raw-materials for the needy units. 
Less than 14,000 of the 37,000 registered small units in U.P. 

4 

were found actually working. Evidently, a number of small units 
served as pipelines for the diversion of raw materials thereby 
reducing the effectiveness of the small industries programmes. 

1. Editorial "Small Sector Growth," The Economic Times , 

(New Delhis June 21, 1976). 

2. R.K. Vepa, "25 Years of SIDOs A Balance Sheet,” Laghu Udyog, 
Vol. IV, Sept. 1979, New Delhi, p. 3. 

3. Report of the Working Group on Small Scale Sector (New Delhi j 
A dministrative Reforms Commission, 1968), pp." 9'S-97. 

4. The Times of India , Nov. 27, 1974. 
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Table 1.1: Progress of Small Scale Industries: 
Select Indicators . 


SI. No. 

Indicators 

1965-66 

1975-76 

1976-77 

1977-73 

1. 

Number of units 
registered with 

States Directorates 
of Industries (Nos.) 

1,20,000 

5,00, 000 

5,20,000 

6,00,000 

2. 

Fixed Investment 
(Rs. in crores) 

548 

1, 500 

1,820 

2,140 

3. 

Employment 
(in lakhs) 

29 

55 

56 

60 

4. 

Value of production 
(Rs. in crores) 

2,954 

5,700 

6,700 

7,570 

5. 

Export 

(Rs. in crores) 

155 

500 

637 

828 


Source: Vasanth Desai, Organization and Management of 

Small Scale Industries., (Himalaya, Bombay, 1979). 
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The growth of small industry in the country is presently 
affected by a high rate of mortality and growing incidence of 
sickness. The problem of sickness has become widespread and 
is a matter of serious concern, though the phenomenon of 
sickness and economic death of industrial units is not new 
or specific to Indian economy. Of the 5.5 lakh registered 
small units as many as 80,000 are sick and the figure could 
be much more if a detailed census were taken. ^ According to 
1973-74 census of small industries over one third of the 

2 

232,794 enumerated units were either non-traceable or closed. 
This approximately amounts to 33 percent of the total registered 
units. Extent of sickness in different states varies from ten 
percent to forty-eight percent according to the recent informa- 
tion items in the national news papers. 

In Uttar Pradesh, according to a survey conducted by 
State Directorate of Industries, there were 13,300 sick units 
out of a total of 41,000 small scale units. ^ About 5000 units 

5 

in Tamil Nadu are on the sick list. In Bihar, over 20,000 
out of nearly 36,000 small scale units were sick affecting 


1. S.M. Patil, Op . cit . 

2. All India Report on the Small Scale Industries . Vol. I 

(New Delhi? Development™" Commissioner, Small Scale Industries, 
1976), p. 14. 

3. The Economic Times , dated 11.2.1981. 

4. Vasanth Desai, Organization and Management of Small 
Industries (Bombay* Himalaya Publishers, 1979)', p’. 536. 


5. Ibid. 
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nearly 50,000 entrepreneurs and more than 5 lakh workers. ^ 

One third of the small scale units assisted by State Bank of 

2 

India in Visakhapatnam are sick. Almost all the units in 
Assam industrial estates are running below their full capacity. 
In Madhya Pradesh, 80 percent of small and medium industries 
in the State have stopped working. ^ Out of the 2,511 industrial 
units assisted by the Karnataka State Financial Corporation 
upto March 1979 as many as 780 units had become sick,^ Accord- 
ing to another estimate nearly 12,000 of 20,000 industrial 
units in Karnataka are sick or semi-sick.^ However, another 
estimate puts the percentage of sick -units in Karnataka at 
40 percent. Thus a firm estimate of the total number of sick 
units all over India is yet to be made. According to the State 
Bank of India which lent over Rs. 105 crores in 1977 to about 
45,000 small scale units in Tamil Nadu, Pondicherry, Karnataka 

Q 

and Kerala, 10 to 20 percent of them were sick. 

The foregoing figures and estimates clearly establish 
the fact that the incidence of sickness in small industry is 
not only high but also widespread. 

1. Ibid . 

2. The Economic Times , dated, 6. 2. 1978. 

3. The Economic Times , dated, 29.1.1978. 

4. Hie Economic Times, dated, 25.11.1977. 

5. The Economic Times , dated, 27.9.1979. 

6. Press release of Karnataka Small Industries Revival 
Association, Bangalore, dated, 14.4.1979. 

7. Deccan Herald , Bangalore, dated 9.9.1978. 

8. Vasanth Desai, Qp.cit . 
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In the case of the closures of sick units in large and 
medium industry, the government can take over their manage- 
ment or amalgamate them with some healthy units. But in the 
case of small units, it is rather difficult to either take 
them over or change their management. Hence the sickness in 
small scale sector should be tackled at the grass-roots level. 
This can be done only when the dynamics of sickness in small 
industry are clearly understood. 

1.5 Socio-economic Repercussions of Industrial Sickness ; 

An industrial unit is not a mere factory producing 
certain goods. It is also a social endeavour involving the 
lives and social aspirations of many persons. Lives of many 
individuals and their dependents are affected by the success 
and effective operation of an industrial unit. The closure of 
a unit not only brings economic loss to the nation, but also 
creates a socio-psychological crisis for the individuals and 
their families who are associated with the unit. 

The closure or debilitated existence of an Industrial 
unit involves heavy cost to the society. It renders idle man- 
power. It lays waste scarce financial and material resources 
invested in land and building, machinery and equipment, inven- 
tories and stocks. It engenders loss of taxes to the public 
exchequer. The social cost involved is much more. 
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R. N. Sharma , in his study , has forcefully brought out 
the miseries and privations of the laid-off workers of two 
closed textile mills in Kanpur. The State of extreme poverty 
faced by the idle workers reached its culmination point when 
some of the respondents were found involved in beggary, 
starvation, prostitution, and suicides. ^ Desai points out that 
50,000 to 60,000 small units (12 percent of the total small 
scale units) employing over 4 lakhs workers that have closed 
down could have produced goods worth Rs. 9000 crores per 
year. 2 

Many case studies have been published depicting the 
mental agony and depression caused by the closure of industrial 
units , especially in the small sector? where the technocrats who 
started them were repenting for having left their lucrative and 
secure jobs. 

The unemployment and poverty in India are so high that 
the contraction of employment through industrial sickness has 
become a grave socio-economic problem. Once a worker is 
thrown out, the chances for his re-employment are very bleak, 

"Out of 250 laid-off workers ... only 3 respondents (i.e., 

12 percent of the sample) could get a job of permanent nature."^ 

1. R. N. Sharma Factory Unemployment in 'India . Unpublished 
Doctoral Thesis submitted to IIT Kanpur 1976 (See specially 
Chapter V) . 

2. Desai, Op.cit . 

3. See Chapters III and IV of this thesis. 

4. R.N. Sharma, Op . cit . 
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A sick unit not only blocks certain amount of capital 
and machinery etc. but also involves endless litigations with 
the financial institutions, which in turn affect the efficiency 
and capacity of the financial institutions to offer help and 
loans to other needy units. The committee on public under- 
takings of the Karnataka Legislature noted that the overdues 
to the Karnataka State Financial Corporation from the sick 
units amounted to Rs. 12.80 crores. This was nearly 29 percent 
of the total outstanding loans. The committee expressed the 
fear that debt service charges which are alread}^ substantial 
may mount further thereby threatening the viability of the 
corporation itself. 1 

1.6 A Brief Review of Literature; 


Though the occurrence of industrial sickness has become 
widespread in India, a corresponding research interest in the 
problem seems to be lacking. Most of the available studies 
are either the sponsored ones or reports of the committees 
constituted by government or financial institutions. Studies 
of Ginzber (1939), Singh (1971) and Mukherjee (1973) go into 

p 

the causes of business failure in U.K. and USA. A start has 


1 . 

2 . 


Report of the Public Undertakings, Op . cit . 

Ginzber, Eli, The Illusion of Economic Stability . (New Yorks 
Harper and Brothers, 1939), p.^25. ' ~ ’ 


A jit Singh, Takeover Their Relevance to the Stock Market and 
the Theory of" the Firms, (Cambridge Uni v. Press, 1971), p.25. 


Santosh Mukherjee, Through No Fault of Their Own . (Londons 
APEP Report Macdonald, 1973), p.34. 



been made in India also. S.K. Agarwal ' s study of sickness 
in sugar industry has yielded some understanding of the role 
of government policies and government enterprise relationships 
in the causation of sickness.^ R.N. Sharma's study described 
the socio-economic repercussions of the closure of two textile 

p 

mills in Kanpur. 

First ever national census of small scale industries 

(1973-74) showed that nearly 33 percent of the total registered 

units were either non-traceable or were closed. However, the 

census did not go into the reasons for the closures of these 
5 

units. For the first time the maladies of the small scale 

4 

sector were exposed by this census. Varshneya et.al. study 
attempted to define sickness on thehbasis of capacity to gene- 
rate internal surplus. Their study brought out some causes 
of sickness. The major emphasis of their study was on pre- 
paring guidelines for the appraisal of projects and the revival 
of sick units assisted by banks. V.G. Patel’s study in Gujarat^ 
attempted to correlate the age and experience of entrepreneurs 
with the success and failure of a firm. This study found that 


1 . 

2 . 

3. 

4. 

5 . 


S.K. Agarwal s 
Relationship; 


Policy Analysis for Government and Industry 
The Problem of Sick Units in Sugar Industry 


.Unpublished Ph.D. Thesis submitted to IIT Kanpur), 1978. 


R.N. Sharma. 


All India Report on the Small Scale Industries, Vol. I and 
Vol. II, (New Delhi: Development Commissioner - Small Scale 
Industries, 1976), p.14. Table 3.1. 


J.S. Varshneya, et.al. Financing of Small Scale 
(Bombay: State Bank of India, Bombay, 1975), p. 


V.G. Patel, Entrepreneurial and Economic Profile of a Small 
Scale Unit, (Ahmedabad: Gujarat Ind.Dev. Corpn.Ltd. , 1975) • 
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higher the age and more the experiences the greater the pro- 
bability of achieving entrepreneurial success. Majumdar and 
Nag (1977)^ conducted a survejr to ascertain the factors 
behind the mortality of units in small scale sector in South 
India. Major finding of this survey indicated an inter-relation- 
ship between the size and mortality of the unit. About the major 
causes of mortality, the study comes to the conclusion that the 
most important of them is the lack of adequate finance. This, 
however, can also be viewed as the result rather than a cause 
of failure. Other causes of failure were, poor preparation 
of project, defective management, marketing constraints and 
raw-material difficulties. Another survey pointed out similar 
problems faced by sick units in Vidarbha.^ Industrial Credit 
Investment Corporation's experience^ shows that 10 percent cf 
its projects,most of them promoted by the new entrepreneurs , 
were adversely affected. Some committees appointed by govern- 
ment and financial institutions have also gone into the problem 
of sickness in industry. Important among them are the reports 
of Tondon Group (1977), Sen Committee (1976), Raj/ Committee 
(1976), IRCI - AIEI Study, Inter-Ministerial Group (1978) and 
James Raj Committee (1978)^. All these reports are basically 


H. K. Majumdar and A. Nag, Sur vey of Mortality of Small Scale 
Industries in South India , '(Hyderabad; Indian “institute of 
Ec onomi c s ■ 1977 ) * 

Survey Report, Sick Units in Vidarbha in Small Scale Sector , 

( Nagpur s Vidarbha Industries Association, 19i6). " 

I. C.I.C. Experience, Problem Projects and Their Rehabilitation . 
(Bombay? Industrial Credit Investment Corporation of India, 1977) 

Sudarshan Lai, How to Prevent Industrial Sickness , (New Delhi? 


Navrang 



aimed at the rehabilitation of sick units. They lack a grass- 
root understanding of the problem. 

Studies conducted in USA by Woodroof and Alexander (1958), 
Mayer and Goldstein (1961) and the University of Iowa Study 
( 1962 )^ have enriched the understanding of functioning and 
short-comings of small units. These studies compared the 
successful and the unsuccessful firms and arrived at inferences 
accounting for their respective performances. Such type of 
studies should also be undertaken in the Indian context in 
order to understand why certain units fail while others achieve 
success. 

1.7 A Brief Note on the Present Study ? 


In the foregoing review of literature it was found that 
the problem of industrial sickness was studied mainly b^r the 
economists, financial experts? and management consultants. 
Grass-root, micro-level delineation? and analysis of the relevant 
situations thus have been notably lacking. Present study under- 


takes a sociological examination of the problem in empirical 
depth. So far as the writer is aware no indepth examination 


of the problem from a sociological perspective appears to have 
been made so far. 


1. Woodroof, A.M. and Alexander S uccess and Failure in Snail 

( Pittsburgh £ ^Univ. of^Pittsburgh, 1958), Maver^K.B. and 
S.Gold Stein, The First Two Years s Problem of Small Firms 
Growth and Survival (Washington: "Small Business Admini stra- 
tion, 1961 ), Univ. of Iowa Study, 


of Environ- 


mental and Management Factors in the Success and Failure of 
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The present study systematically compares a set of 
healthy and sick small scale units sharing certain common 
control characteristics. It attempts to examine as to why 
certain units have been successful while others have failed 
inspite of their almost equivalent organizational resources 
and potentialities and their operation in the same socio- 
geographic business environment. 

The details of the research design and methodology 
of investigation of this study are outlined in the next 
chapter. 



CHAPTER II 


THE OBJECTIVES OF PRESENT INQUIRY AND METHODOLOGY OF 

INVESTIGATION 


While reviewing the studies on industrial sickness 
in the small scale sector, it was noticed that a set of 
external and internal factors engender sickness in small 
units. The review also showed that in depth empirical 
studies of sick units are lacking. None of the available 
studies have so far attempted to explain fully or substan- 
tially the reasons for the differential performance of a 
comparable set of small scale units. There is hence a 
clear need to understand properly the nature and dynamics 
of transactions between the small scale units and their 
environments and view the problem of sickness from a deeper 
sociological perspective as distinct from a purely economic 
approach . 

2.1 Ob.jectives of Present Study • 

The present study endeavours to take note of the 
foregoing aspects. It addresses the following issues that 
also constitute the study’s objectives of inquiry. The 
latter may be briefly stated as follows: 
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(i) To find out the underlying factors differentially 
the sick and healthy status of the small units 
investigated by the study, 

(ii) To understand the problem of sickness by analysing 
the actual and normative role performance of the 
various social entities in the environment of the 
enterprises. 

(iii) To bring out the salient issues underlying the role 
failure of the various social entities involved in 
the problem situation including the units concerned. 

(iv) To assess the findings of various studies on industrial 
sickness in small scale industry in relation to the 
findings of the present work. 

(v) To derive a set of policy measures for dealing with 
the problem of sickness in the small scale industry 
on the basis of the present study. 

In order to realize these objectives, the research 
design of the study is formulated as follows: 

2.2 The Research Design ; 

The research design of the present inquiry is a com- 
bination of the comparative method in sociology, control 
group technique of the social science researches and the 
J.S. Mill’s logical Method of Agreement and Method of 
Difference. 
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The study is organized around a systematic comparison 
of a matched set of small scale units equally divided into 
healthy and sick categories. The units selected for the 
study are characterized hy a set of important common control 
characteristics . 

■ The methodological rationale behind the selection of 
the units sharing common characteristics is to ensure crucially 
important control conditions in the context of identifying the 
factors underlying the sickness or its absence in the units 
investigated. The scope and validity of the findings are 
further sought to be enlarged by selecting the units from 
two different lines of production instead of focussing on one 
type of production technology only. 

Small manufacturing units in Bangalore producing 
electronic goods and machine tools constitute the sample of 
the study . 

The selected units in each of the two production lines 
are similar to one another in respect of the following import- 
ant control characteristics! 

(i) Age of the unit i.e., the same period of establishment. 

(ii) Manufacturing activity. 

(iii) Production technology. 

* Here production technology refers to production infra- 
structure consisting of machinery, equipment and technical 
know-how with which the units turn out different products. 
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(iv) Production capacity. 

(v) Capital base i.e., similar orders of investment in 
the units. 

(vi) Socio-economic background of the workers. 

(vii) Size of the labour force. 

(viii) Sources of capital finance. 

(ix) Geographic location of the units. 

In other words the selected units were established 
approximately during the same period (1972-73) , their manu- 
facturing and production technology in their respective pro- 
duction lines i.e., electronics and machine tools are the 
same, production capacities of the electronics and machine 
tools units in their respective classes are also the same, 
the volume of capital investment in the units is of the same 
order, the sources of finance are the same, the number of 
workers employed by the units is of the same orders and 
finally the socio-economic background of the workers employed 
in the units and the units geographic location are also the 
same. The units are located in Bangalore and the workers are 
drawn from the districts of Karnataka. 

Socio-economic profiles of the units in respect of 
these characteristics are outlined in the next chapter. 

In addition to the foregoing common control characteriS' 
tics of the small scale units selected for study, the 



entrepreneurs associated with these units are also characterized 
by the following common entrepreneurial attributes s 

(i) Education 

(ii) Technical Qualification 

(iii) Awareness of ideas and opportunities in their respec- 
tive fields 

(iv) High level of motivation 

(v) Possession of investible capital 

(vi) Technical work experience in their respective lines 
of production and 

(vii) Familiarity with the governmental provisions for 
the promotion of small scale industry. 

These entrepreneurial attributes are deemed as the 
prerequisites of successful entrepreneurial performance in 
the literature on entrepreneurial development. In our study, 
however, we find that the performance differentials of the 
sick and healthy units cannot be assessed in terms of these 
attributes only as they are the common features of all the 
entrepreneurs in our study. 

The research design of the study hence consists of 
selecting a set of enterprises and entrepreneurs sharing 
a set of common control characteristics. It then permits 
the derivation of inferences in terms of the Mill's Method of 
Agreement i.e. a set of common situational features and the 
Method of Difference i.e., a corresponding set of differing 
situational features. 



In terms of the research design of the study, the 
sample is purposive. It consists of eight small manufactur- 
ing units. All the eight units are operating in the Bangalore 
Metropolitan Area (Karnataka State) and have been financed 
by Karnataka State Financial Corporation. The selection of 
the sample posed a serious problem due to the requirements 
of a set of units and entrepreneurs with matching control 
characteristics . 

The industry-wise lists of the units were obtained from 
Karnataka State Financial Corporation and their organizational 
performance and financial position of the units were examined. 
Finally two units which were doing relatively well and two 
units which were sick were selected from the machine tool 
industry. Similarly, a set of four units was drawn from 
the electronics industry. Thereafter ? the entrepreneurs of 
the units so selected were contacted and their cooperation 
sought. To protect the image of the units in the market, their 
real names have been disguised. 

2.4 Mill's Method of Agreement and Difference ; 

As mentioned earlier the sample of the study involved 
a purposive selection of a matched set of eight units from 
electronics and machine tools industry from Bangalore, equally 
divided into healthy and sick categories. All the units 
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selected, for study are characterized by a set of important 
common control characteristics. By comparing the performance 
of the matched set of healthy and sick units, we identify 
the important factors underlying the differential performance 
of the unit in terms of the logic of Mill ' s Method of Difference 
and Agreement.^ Mill's Method of Difference states, "If an 
instance in which the phenomenon under investigation occurs, 
and an instance in which it does not occur, have every circums- 
tance in common save one, that one occurring in the former, 
the circumstance in which alone the two instances differ, is 
the effect or the cause, or an indispensable part of the cause 
of the phenomenon". Mill’s Method of Agreement states, "If two 
or more instances of the phenomenon under investigation have 
only one circumstance in common, the circumstance in which alone 
all the instances agree is the cause or effect of the given 
phenomenon". The selection of the units and the entrepreneurs 
sharing a common set of basic characteristics is then intended 
to provide the basis for the derivation of inferences in terms 
of the Mill's two methods. 



The logical structure of the investigation in terms of 

the foregoing research design is organized around the following 

1, J.S. Mill, A System of Logi c, (Londons Longmans, 1965), 
pp. 253-256 (Originally published in 1841). 
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four themes of inference. 

(i) A comparison of the sick unit among themselves 

(ii) A comparison of the healthy units among themselves 

(iii) A comparison of the healthy units with the sick units 

(iv) A comparative analysis of the enterprise-environment 
relationships of all the units. 

These themes of inference aim at yielding insights 
concerning the internal and external factors affecting the 
performance of the units. The logical structure of the inves- 
tigation is synoptically shown in Fig. 2.1. 

2.6 Identification of Information Needs and Methods of 
Data Collection s 

2.6.1 Information Needs £ 

In accordance with the foregoing logical structure of 
investigation, following information requirements were identi- 
fied for the present study; 

(i) Information from the small scale units regarding the 
details of their performance since their inception 

(ii) The nature and types of the interactive transactions 
of the units with the social entities in their environment 

(iii) Information about the role expectations and perceptions 
of the entrepreneurs regarding their role relationships with 
the social entities in their environment.. 
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(iv) Information from the social entities i.e., service 
and financial organizations present in the environment of 
small units regarding their role expectations and perceptions 
of their role relationships with the small units assisted by 
them. 

2.6.2 Data Collection 2 

The requisite data was collected in two phases. In 
the first phase, the data regarding the units was collected 
with the help of an interview schedule administered at the 
factory location. Information was provided in all cases by 
the entrepreneurs themselves. An open ended interview \vas 
also conducted to collect the relevant information about the 
organization-environment relationships. Secondary sources of 
data like financial statements, project reports, correspondence 
between the unit and the financial institutions were also 
consulted. 

Second phase of the data collection was undertaken 
after we identified the specific interacting role relst-Lcm, 
ships of the units with the finar and service organizations. 
Information about the .relationships and transactions between 
the units aud environing the social systems was obtained by 
interviewing the senior executives of the organization s 
concerned. Secondary sources like official documents, organi- 
zational charters, brochures, hand-outs and book-lets concerning 
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the activities of these organizations were also utilized, 
especially in the context of identifying the nature and norms 
of their role performance. 


2.7 The Sociological Framework of Analysis; 


It was pointed out earlier that so far no attempts 
appear to have been made towards analysing the problem of 
industrial sickness from a sociological perspective. Hence 
no precedent or guidance in this regard is available from 
the existing studies concerning a conceptual frame work or 
methodology. The conceptual frame work adopted by us is 
based on the basal sociological concept of role. The socio- 
logical frame work of the study is thence organized around 
the cognate concepts of role-performance, role-expectations, 
norms of role-performance, role-failure and the role-interac 
tion of organizations with their environments. 


The concept of role is extensively used in sociological 
and psychological researches.'*' It refore to the attitude and 
behaviour of individuals occupying specific social positions 
or a group of persons belonging to a particular social stratum 
or a collectivity. In the present study, the concept of role 
refers to corporate entities, i.e., social collectivities and 



1. For detailed discussion, see B.J. Biddle, and Edwin, J. Thomas, 

Role Theory: Concepts and Research , (New York: John Wiley, 1966). 

2. B.J. Biddle, and Edwin J. Thomas, op.cit. 



30 


Small scale units are social systems that depend on 
other social systems for their various requirements like 
finance, material inputs, manpower, machinery and equipment, 
technical inf ormation, and marketing. The units in turn con- 
tribute to the society goods and services of value, taxes, 
employment potential and an up-gradation of technical skills.'*' 
Social organizations are established to achieve specific objec- 
tives of social relevance through their work and performance. 
Role performance of organizations in this context refers to 
their working and behaviour for achieving their respective 
objectives. 

A small scale unit is a social system functioning in a 
social environment consisting of various other social systems 
with whom it interacts in terms of specific role relationships. 
These role relationships are meant to be governed by their 
respective norms of role-performance. The problem of sickness 
in this context hence may be viewed in terms of the role per- 
formance failures of the industrial units concerned and their 
environing social entities. Analogously, the problem may also 
be interpreted in terms of the malfunctioning inter-role 
relationships. The role relationships are based on the "reci- 
procity of expectations " amongst the interacting role incum- 
bents. The role incumbents here are the enterprises, the 

1. P.N. Rastogi, "Business and Society t Transaction Flows and 
Symbiosis, " An invited paper contributed to the Seminar on 
Social Responsibility of Business ., ( Kanpur t Upper Indian 
Chamber of Commerce, 1973), p. 2. 
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financial institutions, the customers and the service institutes. 
The strain perceived and felt in their role relationships as 
manifested in their discrepant reciprocity of role expectations, 
thus represents the concomitant sociological aspects of the 
sickness problem. In our study we have attempted to take into 
consideration both the economic and the sociological indicators 
of organizational performance in analysing and evaluating the 
industrial units performance in terms of the sociological frame- 
work of Role Theory. Some of the concepts used in our analy- 
sis may be briefly outlined as follows. 

(i) Role ; The concept of role refers to the totality of the 
expected functions of a social actor, person or collectivity 
vis-a-vis other social actors with whom it interacts. In the 
context of our study these expected role functions are identi- 
fied through the collectivity i.e., the organization’s specific 
objectives and aims, organizational activities described in 
the organizational charters, acts, project reports, and the 
official write-ups. These documents provide the source of 

the role definitions of the social actors i.e. organizations 
and institutions in our study. 

(ii) Norms of Role Performance ; Social actors are not only 
expected to carry out their role functions but are also expected 
to perform them in a prescribed manner. The role behaviour 
must conform to the recognized social norms and modes of 
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appropriateness. These socially recognized, expectations of 
role behaviour constitute the norms of role performance of 
the social actors. 

(did) Role Failure s: Role failure of a social actor refers 

to the failure of a social actor to realize partially or fully, 
the social expectations associated with its role position and 
functions . 

(iv) Healthy Unit ; A healthy unit here refers to an indus- 
trial unit which is capable of fulfilling its social obliga- 
tions and realizing its organizational goals effectively and 
efficiently including the creation of internal economic 
surplus. 

(v) Sick Unit ; A sick unit correlatively refers to an 
industrial unit which has failed in fulfilling its social 
obligations and the realization of its organizational goals 
effectively and efficiently. It is a net consumer of economic 
resources and has been running in loss continuously over a 
sustained period of time. A State Bank of India definition 
defines a sick unit as one that has been running in loss for 
three years consecutively. 

The foregoing sociological frame work of analysis is 
sought to be extended further by utilizing the theoretical 
constructs of the sociology of knowledge and social cybernetics. 
This extension of the analysis is warranted by the requirements 



of identifying the policy measures for the solution of the 
problem. In what follows these approaches to analysis are 
briefly outlined. They are discussed in greater detail in 
Chapter VII. 


2.8 



According to the sociolog}?- of knowledge,^ each of the 
social actors involved in a problem situation, views the 
problem in terms of his own segmental interests, whose non- 
fulfilment corresponds to the seriousness of the problem 
perceived by him. 


In the present context the social actors involved in 
the problem are the entrepreneurs, the service organizations, 
and the financial institutions. According to this approach 
these actors view the problem differently from one another 
in terms of their respective interests based on their social 
positions. Accordingly the solution to the problem in princi- 
ple can be found by arriving at a 'per spectival synthesis '*• 
(Manheim’s, 1939) of the different views of the social actors 
involved in the problem situations. 


1. Karl Manheim's, Ideology and Utopia , (Har court and Braces 
1939) is regarded as a pioneering work in the sociology of 
knowledge. For a good exposition, see R.K. Merton, S ocial 
Theory and Social Structure , (Free Press: 1959), See also 
P.N, Rastogi, ''Sociology of Knowledge as a Technique of 
Conflict Resolution," Proceedings of VIII World Sociological 
Congress, (Toronto, 1973) . 
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2.9 So cial Cybernetic Analysis ; 

In the present study social cybernetic analysis'*" is 
used for a holistic study of the problems of the small scale 
units. This complex problem situation is here dynamically 
analyzed for the healthy and the sick units in the form 
of multi-loop structures of interacting negative and positive 
feedback cycles. These cycles represent the dynamic inter- 
relationships of the variables. 

Malfunctioning of the loops in relation to their inten- 
ded regulatory role provide the basis for a solution of the 
problem. The solution of the problem consists of the measures 
required for the rectification of the malfunctioning cycles. 

The foregoing approaches to problem analysis are compli- 
mentary to one another. They are expected to provide a deeper 
understanding of the problem phenomenon. They may thence enable 
us to deduce the nature of policy measures required for dealing 
with the problem. Hence the process of analysis of the problem 
and the problem solution are sought to be logically related 
instead of making policy recommendations on the basis of ad hoc, 
arbitrary and intuitive considerations. 

In the next chapter, we outline the socio-economic 

profiles of the eight industrial u nits investigated by us. 

1 . 

P.N.Rastogi: Intelligent Management Systems - Cybernetic 

Analysis of Industrial Organization and Management (Kanpur: 

Memio, £>ept. of Humanities and Social Sciences, IIT, 1981) . 


See P.N. Eastogi: An Introduction to Social and Management 
;_s (New Delhi: Affiliated East West Press, 1979, 



CHAPTER III 


SOCIO-ECONOMIC PROFILES OF THE SELECTED INDUSTRIAL 

UNITS 


3 • 1 Growth of Small Sc a le Sector in Ka rnataka ; 

Karnataka is known for its industrial tradition. The 
Princely State of Mysore (now Karnataka) had laid a solid 
foundation initiated by its illustrious Diwan, Dr. Sir 
M. Visveswarayya. Department of Industries and Commerce 
was organised in the year 1913-^ It promoted industrial 
activity in Karnataka. The industrial sector of the state 
has been expanding since independence. 


Karnataka State ranks seventh in the country in 

2 

respect of the number of small scale units. Table 3.1 shows 
the growth of this sector in Karnataka. The overall growth 
rate of small units between 1966-75 was only 44 percent. 
Between 1972-76, however, there was a 150 percent rise in 
the number of units over the year 1971. It was one of the 
highest growth rates in the country. 


1 . 

2 . 

3 . 


T.K. Lakshman, 


Mysore (Mysore; Rao and Raghvan, 


Scale Industries in 


Small Scale Industries in India; Hand Book of St atistics 
1977 (New Delhi; Development Commissioner, 1978’)*, p. 23. 


M.K. Ramachandra, "Small Units Role in Economy',' The, 
Economic Times , dated 23.4.77. 



Table 3.1s The number of registered small scale unLts and their 
capital investment,, estimated production and persons 
employed in Karnataka (1969-70 to 1978-79). 
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From 1977-78 on wards, the industrial climate in 
Karnataka began to show some disturbing signs with a sharp 
fall in new investments. The number of small scale industrial 
units registered with the State’s Directorate of Industries 
and Commerce show a steep fall from 1,707 in 1976-77 to 1,520 
in the following year, recording a decline of 11 percent. The 
provisional certificates issued dropped by twenty -six percent 
and the number of mandays lost in the state more than doubled.'*' 
Equally serious has been the problem of increasing sickness in 
the industrial units. 

3.2 A Brief Outline of the Characteristics of the Eight Small 
Units Investigated : " 

Selection of the units in this study is based on a 
purposive sample. Apart from matching the selected units in 
respect of a set of ten control characteristics, the entrepre- 
neurs of the units are also matched in terms of attributes 
like technical qualifications, training and experience etc. 

See Table 3.2. They are seen to possess the entrepreneurial 
attributes identified by many author s^ like achievement orien- 
tation and risk (MeClelland 1975), exposure to new 

1. M.K. Ramachandra, "Spectre of Recession Haunts sta-fan Units," 
Indian Express, Bangalore, dated 15.9.1978. 

2. D.C. McClelland, "The Impulse to Modernization" The American 
Review , Vol. V, 1971, D. Tripathi, "Indian Entrepreneurship" 
in Historical Perspective; A Reinterpretation," Economic and 
Political Weekly , Review of Management, Vol. VI, No. 2, Mar. 1971 
K.N. Sharma, Social Watershed of Entrepreneurial Growt h in 
India, (Simla; Indian Institute of Advanced Study, 1967 ) , 

D.P. Pandit, "Creative Response in Indian Economy," The Econo- 
mic Weekly, Feb. 23 - March 2, 1957. ' ~~ 
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ideas and opportunities (Tripathi, 1975 and Sharma 1967). 
Propitious industrial climate, supportive response of the 
political system and proper socio-economic background (Pandit 
1957) of the entrepreneurs are also present in our situation. 
These authors have however restricted themselves to identify- 
ing the attributes and preconditions of entrepreneurial deve- 
lopment. Their discussion does not throw any light on the 
problem of sick industrial units whose entrepreneurs may 
apparently possess all the surface attributes of successful 
entrepreneurs . 

The present study shows that entrepreneurial capability 
by itself may not lead to the success of an industrial unit. 

The role performance of the social entities present in the 
units' environment and the nature of their role interaction 
with the units is a very significant dimension of the situation 
in this context. The classification of units according to two 
product lines is as follows: 

(a) Electronics Industry: 

1. Surya Electronics Laboratory 

2. Sai Electronics (Pvt.) Ltd. 

3. Techno Electronics Instruments 

4. Electronic: Equipment (Pvt*) Ltd. 

(b) Machine Tools Industry: 

1. Sabeer Machine Tools (Pvt.) Ltd. 
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2. Paxwell Tools and Engineering Enterprises 

3. M/S Precision Tools 

4. Regal Engineering Industry- 

All these units are in the Bangalore metropolis. 

Table 3.3 shows in a summary form some of their relevant 
socio-economic characteristics. In what follows the brief 
case histories of the selected units are outlined after a 
brief discussion of the two types of industries i.e., electro- 
nics and machine tools to which the selected units belong. 

3.3 Electronics Industry; A Brief Note s 

Electronics industry is one of the crucial sectors of 
any industrial society. Advanced countries like USA, West 
Germany and Japan as well as smaller countries like Hongkong, 
South Korea, Taiwan and Singapore have registered tremendous 
progress in the field of electronics. On the other hand in 
India, the development of electronics industry in the last 
20 years has not been commensurate with the vast potential 
that is available for growth. How significant is the achieve- 
ment- of electronics industry is evident from the following 
statistics- "in the year 1978 in the world production of 
electronics valued at Rs. 10,0000 crores, India’s share 
was only a paltry Rs. 508,5 crores consituting about half 

t! I 

percent only. 

1. "Development of Electronics," The Hindu » Madras , dated 23.1.80. 
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Here installed capacity is given in value of the goods that can be produced per annum. 
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Bhabha Committee was constituted, in 1963 to recommend 
policies for promoting electronics industry in India. The 
report of the committee gave impetus to the growth of this 
industry. During 1970, Department of Electronics was estab- 
lished. In 1971 » Electronics Commission was set up. However, 
performance of both these bodies increasingly came under 
attack due to their inefficient functioning, Sondhi Committee 
submitted its report on the functioning of both these bodies, 
and also on the future course, of development of electronics 
industry in India. 

In Karnataka, Karnataka State Electronics Development 
Corporation was established in 1974 to promote this industry . 

Karnataka State Financial Corporation (KSFC) by the end 
of year 1978 assisted 28 small electronics units by providing 
them with term loans to the tune of Rs. 90.09 lakhs. Out of 
these, 27 units utilized a sum of Rs. 71.06 lakhs. Of these 
27 units, 18 have turned chronic defaulters involving a sum 
of Rs. 27.62 lakhs. In other words sixty _six percent of the 
electronics units financed by KSFC are facing serious problems 
and have turned sick . 


1. Personal Inquiry notes. 
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3.4 Brief Case Histories of the Selected Electronics Units ; 

In what follows, we give brief case histories of 
the electronics units one by one. 

3.4.1 Surya Electronics Laboratory! 

This is a proprietory unit established in the year 
1972-73 by a technically trained entrepreneur for manufac- 
turing different kinds of electronic relays used by the bulk 
purchasers of electronic goods. The loan for the firm was 
sanctioned in the year 1972 and the building, machines, power 
and personnel were ready in time. However, the unit could not 
go ahead with the production of relays for want of imported 
raw material, which constituted some ten percent of the total 
raw-material requirement. The entrepreneur had applied for 
the grant of an import licence well in advance. The grant of 
licence was inordinately delayed. A major portion of -his- 
machinery and equipment thus remained idle and he could at 
best only do some odd jobs. Workers used to come and sit 
before the idle machines. The entrepreneur desperately 
searched for new products to manufacture. Lack of technical 
know-how for the proposed products led him to put an expert 
incharge of the development of a new product. He spent an 
additional sum of Rs. 80,000 for the new product. When the 
prototype of the new product was ready } the technical expert 
incharge deserted him due to certain differences. Thus in the 
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second year again he was faced with the problem of what to 
manufacture. In the mean while, his working capital was 
gradually eaten up by the product development and other statu- 
tory payments. The entrepreneur at this stage closed the 
unit for six months. After this period he again tried to 
run the unit against heavy odds. He started manufacturing 
voltage stabilizers considering the limited resources at 
his disposal. For this consumer product he slowly gained 
market acceptance as there was a demand for this item. To 
improve his product mix and to utilize the machinery and 
equipment he also went in for production of power supplies 
and allied products. But in the absence of sufficient working 
capital the ‘volume of production remained very lew. 

KEONICS* came forward to market the voltage stabilizers 
under its brand name. The deal however could not be finalized 
due to disagreement over some issues. 

The entrepreneur wanted to proceed with the production 

of whatever products he was then manufacturing. His Bank 

however refused to extend and review his working capital 

loan as the surety for the loan was to be executed anew 4 ". The 

entrepreneur's father who had earlier stood as surety refused 

* Karnataka State Electronics Development Corporation (A State 
Government enterprise created to promote electronicsindustry 
in Karnataka) . 

+ Different versions are given by the entrepreneur and the 
executive of KEONICS. See Chapter IV for details. 
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to do so again because of some differences. The entrepreneur 
hence has been put in a difficult situation. Though he has 
received promises of orders worth Rs. 20 lakhs he -ban not 
take up increased production and continues to operate under 
very low capacity utilization. . 

Lack of proper planning coupled with the unforeseen 
problem of securing imported raw material, erosion of working „ 
capital due to new product development, closure of the unit 
for six months and mounting interest burden increased the 
enterprises over -head costs and destroyed the venture's 
profitability. The unit is at present barely managing to 
survive in a sick state. 

3.4.2 Sai Electronics Private Limited : 

This is a private limited company promoted by three 
technically trained entrepreneurs backed by two scientists in 
the electronics field. In the initial stages the project was 
very ambitious. Due to a sudden drop in the demand for its 
products, the company then wisely limited its size and opera- 
tion. The company started the production: of electro-mechanical 
components like antennas and integrated circuit chips in its 
own premises situated in a developed industrial area. Technical 
know-how was provided by National Aeronautics Laboratory, 
Bangalore. The unit started production in 1973-74 and Incurred 
a loss of Rs. 0.31 lakh in that year. From the year 1974-75 
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onwards the unit has however been earning profit. The unit 
could not however achieve its projected turnover and its 
capacity utilization to a fuller extent due to a slackening 
of demand for its products. 

The unit is managed by persons with sound technical 
background and has been operating relatively efficiently. 

It has maintained its health inspite of the sudden changes 
in its environment i.e., varying market demand for its pro- 
ducts. The unit twice submitted its renewed project report 
to KSFC when it foresaw a situation of declining orders 
from its principal customer. This move on the part of the 
management to reduce its size and volume of operation enabled 
it to manage the critical period during its first and second 
year of operation. 

The project plan of the firm was executed according 
to the schedule. There was no delay in project commissions 
leading to the delay in project start up period. Management 
of the company was however not prepared to face a situation 
when the production of their major products had to be curtailed 
almost by fifty percent. Due to the absence of a better pro- 
duct-mix, the unit's performance was affected considerably. 
However, it did not turn into a sick unit even under such 
adverse conditions. But the performance of the unit has 
remained almost stagnant over the years. Unless the unit 
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manages to market a larger volume of production and introduces 
new products, its viability could be affected in future. The 
initiative from the management towards these issues have not 
been forth-coming. The company could not achieve its projected 
turn over due to following reasons? (l) A drastic cut in the 
country's defence budget in the year 1973-74, forced Bharat 
Electronics Limited to withhold orders from National Aeronau- 
tics Limited (NAL) which used to pass on these orders to this 
unit for execution. The volume of business of the firm was 
therefore reduced to fifty percent as NAL was the firm's princi 
pal customer (random environmental change) (2) The project's 
nature had been charged due to the introduction of certain 
modifications in the production technology which was provided 
by NAL (3) The expansion of the unit could not be undertaken 
as it did not have a proper product mix and whatever they pro- 
duced was mostly supplied to a single customer i.e., NAL only. 
Due to the foregoing factors and the management’s inability 
to expand its production and sales in terms of a profitable 
product mix has led the unit to a stagnating performance. 

3.4,3 Techno Electronics Instruments ; 

- This unit was established in the year 1972-73 as a 
partnership concern. Two of the three partners were techni- 
cally qualified engineers, while the third was trained in 
marketing. The technical know-how to the firm was provided by 
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two national research organizations viz. , National Aeronau- 
tics Laboratory (NAL) and National Research Development Corpo- 
ration (NRDC). The technical base of the firm was further 
strengthened by the induction of a senior inspector from NAL 
as in-charge of production. 

The unit did well in the first year after completing 
its project and earned some profit. As the marketing base 
of the firm was strong, the unit picked up the market for its 
products without much difficulty. At a time when the produc- 
tion and demand were increasing, the production incharge left 
the firm with some workers for starting his own unit. This 
development resulted in the poor production performance of 
the firm along with a deterioration of the products 1 quality . 

In the meanwhile, one of the partners also left the firm after 
taking away his good-will. This reduced the resources of the 
firm considerably. The partnership was however continued 
by the remaining two partners. The partner who was incharge 
of the production neglected the supervision of production as 
he had to visit Madras very often. Due to this continuing 
neglect, the production of the firm declined and many pending 
orders could not be met. The unit thence began to lose money 
and failed to pay its Instalments of the term loan and the 
working capital loan. The firm thus lost its credibility 
with the bank which became strict in its dealings with the firm. 



products. This led the company to invest large sums in the 
infra-structure. Though this investment may not give immediate 
returns but the long run benefits of these investment poli- 
cies are indisputable. 

3.5 Machine Tools Industry! A Brief Note s 

From a small beginning made in the early forties, the 
country today produces machine tools worth over Rs. 100 crores. 

A number of tool room units were started to feed the large 
machine tool industries and other user industries like engineer- 
ing and automobile etc. There was a rapid growth of tool room 
units during the sixties and seventies. However, most of 
these units could not develop as viable ancillary units as 
a result of many problems. Delayed realization of overdue bills, 
lack of skilled labour, high labour turnover and low capacity 
utilization are some of the major problems faced by the small 
tool room units. Many tool room units financed by KSFC under 
such conditions had to abandon their original production 
schedules and depend mostly on work of an irregular nature. 

KSFC had financed up to March, 1978, 40 tool room units 
to the tune of Rs. 122.39 lakhs. Out of these nearly 40 percent 
of the units are sick involving a financial outlay of Rs.45 
lakhs. ^ 


1. Personal inquiry notes. 
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diversion of large funds toward the development of new 
products. 

The company was constituted by technocrats and business- 
men. It had thus a good combination of talents. The chairman 
of the company was an ex-chief engineer of the State Electricity 
Board. It was reconstituted in the year 1974 when the chairman 
and some directors left the company. 

The company’s organization-setup is well organized. 

A chartered accountant was appointed by the company in the 
year 1978, when a need was felt for the same. This helped in 
streamlining the accounts, raw material purchases and costing. 
Due to improved management of the finances, the company achieved 
a higher margin of profit. 

The man incharge of production and product development 
is a highly trained person with work experience in West Germany. 
The unit has won an award from the Central Government for 
import substitution. It enjoys a good reputation for its pro- 
ducts, which are supplied to various research institutions in 
the country. Its labour force is skilled and the labour rela- 
tions are good. 

The major drawbacks of the unit have been its failure 
to generate sufficient surplus for expansion. The management 
adopted a policy of product development and sophisticated 
quality control to assure the quality and precision of its 
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products. This led the company to invest large sums in the 
infra-structure. Though this investment may not give immediate 
returns but the long run benefits of these investment poli- 
cies are undisputable. # 

3.5 Machine Tools Industry; A Brief Note ; 

From a small beginning made in the early forties, the 
country today produces machine tools worth over Rs. 100 crores. 

A number of tool room units were started to feed the large 
machine tool industries and other user industries like engineer- 
ing and automobile etc. There was a rapid growth of tool room 
units during the sixties and seventies. However, most of 
these units could not develop as viable ancillary units as 
a result of many problems. Delayed realization of overdue bills, 
lack of skilled labour, high labour turnover and low capacity 
utilization are some of the major problems faced by the small 
tool room units. Many tool room units financed by KSFC under 
such conditions had to abandon their original production 
schedules and depend mostly on work of an irregular nature. 

KSFC had financed up to March, 1978, 40 tool room units 
to the tune of Rs. 122.39 lakhs. Out of these nearly 40 percent 
of the units are sick involving a financial outlay of Rs.45 
lakhs. ^ 


1. Personal inquiry notes. 
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3 • 6 Brief Case Histories of the Selected Machine Tool Units ; 

In what follows, we give brief case histories of the 
machine tools units one by one. 

3*6.1 Sabeer Machine Tools Private Limited ; 

This is a small scale machine tool room unit developed 
and managed in such a way that it is growing into a bigger unit. 
Its success is primarily due to the dynamic and effective 
business policies adopted by its management. The unit is run 
by a trained technical graduate entrepreneur who is the 
managing director of the company. Though the unit is a private 
limited company, the other directors being his wife, mother, and 
another woman, the main responsibility of running the unit lies 
with the managing director. The entrepreneur holds B.Sc. and 
AMIE, , (Mech. ) degrees and had also training in management and 
work experience before starting the unit. The company was 
established in the year 1972 and started production in 1973-74. 

It achieved a turn over of Rs. 2,00,000 but incurred a loss of 
Rs. 50,000 in 1973. This did not demoralize the entrepreneur 
who was facing competition from the bigger and established units. 
Considering the general performance of other tool room units 
the performance of this unit was fairly good in the first year. 

The commercial (trade) loss in 1973-74 was to some extent 
due to the high costs of the raw material purchased. But the 
primary reason was the poor quality control of the product. 
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The product rejection rate was as high as 15 percent of the 
total production. By the third year, the entrepreneur had 
overcome his problems of quality control. He also took the 
advice of an experienced chartered accountant to manage his 
finances in an optimal manner. His growing commercial know- 
ledge then enabled him to handle his purchases and sales 
transactions more effectively. 

The entrepreneur hired trained labour and he himself 
used to work along with the workers. These efforts on the part 
of the entrepreneur improved his production and the loss incur- 
red during the first year was fully absorbed in the next four 
years. By the sixth year the unit achieved a good turn over 
which wiped out its previous losses. During the fifth year 
it started earning profit and has been performing well since 
then. During the year 1975-76 when there was a general reces- 
sion in machine tools industry, KSFC sent reminders for the 
payment of the outstanding loan instalments. Somehow the entre- 
preneur failed to respond to these reminders. Without actually 
visiting the unit, KSFC then took stern action of issuing a 
legal notice to the unit. The notice was later withdrawn 
after the payments were made. The entrepreneur views this 
event as an instance of the ins ensitivi ty of the official bodies 
like KSFC. He was very critical of the attitude of the finan- 
cial institutions and governmental organizations which he 
perceived as very unhelpful. 


I 
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The performance of this unit underscores the role of 
the entrepreneur in shaping the future of his small unit 
operating in highly competitive business conditions. It also 
brings out the failure of the financial institutions to under- 
stand and appreciate the genuine difficulties of the entre- 
preneurs. This case shows that a unit can develop into a 
healthy unit inspite of incurring losses for four years, if 
the production work does not suffer and sustained efforts are 
made by an entrepreneur to learn from his mistakes. 

3.6.2 Paxwell Tools and Engineerin g E nterprises : 

This is a partnership concern manufacturing machine 
tools. Of the two partners one is a sleeping one, while the 
other is a technically trained engineer with BE (Mech.) degree. 
The technically trained partner serves as the manager. The 
manager-partner after putting sixteen years of service in 
different capacities in one of the leading machine tool fac- 
tories, started this unit after resigning his well paid job. 
After seven years of bitter experience in his small scale 
unit he regrets having left his previous highly paid 30 b. 

The unit was scheduled to start in 1973. But the delays 
in securing the required machinery led to the postponement 
of production by one year. The unit started production in 
the year 1975 and did a fair volume of business but incurred 
a loss of Rs. 72,839. During the second year of production. 
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the unit wiped out the previous loss and made some profit. 

But in the next year i.e., in 1976 the unit again plunged 
into financial losses* The volume of business not only failed 
to expand as expected but actually declined. The unit 1 s pro- 
duction came down to only 40 percent of its installed capa- 
city. It has remained stagnant at that level. Such a situa- 
tion has affected the future growth of the unit considerably. 

The managing partner could not by himself tide over 
the crisis. The unit lacked the marketing skills. Due to poor 
sales skills, the sales suffered as a result of which the 
production also suffered. A major portion of the machinery 
and equipment remained underutilised leading to increased 
overhead costs. Finally the entrepreneur was forced to 
sell a part of the machinery. In the process the unit further 
incurred a loss of about Rs. 40,000. 

Labour turn over in the unit was high. The enterprise 
faced difficulties in getting and retaining the skilled labour 
which in turn affected the quality of its products and the 
delivery schedules to customers. Financial position of the 
firm was weakened by the losses. The unit's working capital 
base was seriously eroded. This situation ..forced the unit 
to accept fewer and fewer orders. Whatever orders were 
secured and executed by the firm, were moreover not paid 
for in time. This situation further retarded the firm' s 
ability to meet its financial obligations. 
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The entrepreneur failed to consolidate the progress 
made by the unit in the first year. He also failed to acquire 
and retain the trained personnel to carry out the vital pro- 
duction function. He also failed to strengthen the marketing 
function by not employing an experienced salesman. The 
entrepreneur himself had to look after every thing. Thus 
heavy work -load on manager-partner resulted in the poor coor- 
dination of production, sales and the receipts of orders. The 
entrepreneur thence failed to keep up and maintain the firms 
vital relationships with the firm's customers. 

This case illustrates the following points; 

Lack of organizational skills led to a weakening 
effeciency of the unit. The unit thence failed to increase 
its production and sales. Dwindling orders contributed to 
the increasing overhead costs „ thereby reducing the profit 
margin and diluting the equity. Continued operation of the 
unit with large underutilized capacity led it to a position 
of deteriorating performance and it has presently ended up as 
a sick unit . 

3.6.3, Messrs Precision Tools ; 

This unit is owned by an entrepreneur manufacturing 
machine tools and other allied products. The products of 
this unit have a good market-demand and enjoy reputation 
for quality. The unit has been expanding its activities 
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as a result of its continuing success. The unit was started 
in the year 1972 by a technically qualified entrepreneur who 
had worked in machine tool industries in Canada and USA for 
10 years. He ensured sound long range marketing arrangements 
before actually starting production. He was able to enter 
into a business contract with a Bombay firm for an annual 
turnover of Rs. 1 lakh. This business arrangement enabled 
him in the initial stages to sustain the unit 1 s development 
and lay a good foundation for its future growth. 

The entrepreneur with his specialized training in tool- 
ing abroad was successful in maintaining the precision and 
quality of his products. He thus did not have much difficulty 
in establishing the credibility of his unit and its products. 

A high quality control with a very low rejection rate and 
the initial marketing assistance helped the unit gain compe- 
titive edge over other units. Up-to-date accounting and 
carrying out of the organizational activities in a systematic 
and timely manner were introduced from the beginning. The 
entrepreneur is assisted by his son who is also a diploma 
holder in mechanical engineering. He looks after the supervi- 
sion of production. The outside business contracts, raw 
material purchases and dealings with the officials are all 
looked after by the entrepreneur himself. The unit has been 
making profits consistently. These profits have been reinves- 
ted wisely to promote business growth. However, this 
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entrepreneur was also critical of the attitude of the finan- 
cial institutions and official service organizations for small 
scale industries. Some of the other difficulties experienced 
by him related to inadequate and irregular supply of raw 
materials, bureaucratic red-tapis® and Inordinate delays. 

As an illustrative example the entrepreneur cited how KSFC 
took more than five months to reply to a letter from the unit 
seeking permission to replace an existing machine with a new 
high capacity machine. The unit possesses skilled labour 
and has very less labour turnover. 

This case points out that strong marketing coupled with 
efficient organizational skills and sound technical expertise 
can make a tool room unit a great business success. 

3*6.4 Regal Engineering Industry ; 

"When an entrepreneur becomes hasty and over-enthusiastic, 
he ends up with many problems. This is the case of Regal 
Engineering Industry. The entrepreneur here also is a trained 
and experienced person in the machine tools industry. 

After successfully managing a tool room unit, the 
entrepreneur decided to start another unit in the same line. 
Along with family members, he floated this unit as a partner- 
ship concern in the year 1972. The location of the unit is 
very near to the first unit and is housed in a building owned 
by the entrepreneur. 
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In the year 1973 the unit earned a small profit of 
Rs. 7,000. In the next year also the performance of the unit 
was similar i.e.,it earned a profit of Rs. 7,500. But in the 
third year the volume of business dropped from Rs. 2.5 lakhs 
to Rs. 1.5 lakhs only leading to a loss of Rs. 11000. The 
production went on declining reaching a level of Pis. 0.80 lakh 
only in 1977-78. The average capacity utilization was 30 to 
35 percent during this period. 

Wien the unit was started it used to collect 30 percent 
of the bills as advance from the customers against their 
orders. This amount was used as working capital. The custo- 
mers however due to tight financial constraints at their end, 
stopped giving advances to this unit. This factor was not 
foreseen by the entrepreneur and hence he had not borrowed 
the working capital when he started the project. This situation 
resulted in the firm's facing a shortage of working capital, 
due to which the capacity of the firm to carry out its pro- 
duction activity was paralysed. 

In the mean while, a labour problem also developed in 
the unit due to the removal of a worker. The workers went on 
strike for a period of six months. 

The entrepreneur did attempt to raise working capital 
from an industrial cooperative bank. It took a lot of time 
for the bank to process the unit' s application for working 
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capital loan. The bank finally turned down the unit's 
loan application. The bureaucratic delays caused by various 
such formalities frustrated the entrepreneur's attempt to 
secure a working capital loan for this unit. 

During the crisis period the entrepreneur also thought 
of developing a new product , a capsule filling machine, for 
which there was a good demand. He associated with another 
firm and developed a successful protot3^pe. He did receive 
some orders for the new product. But production on a requi- 
site scale could not be taken up due to the shortage of 
funds. Thus the unit continues to operate with a very low 
capacity utilization and has turned into a sick entity. 
There was lack of proper organization and production super- 
vision as the entrepreneur was looking after two firms. Some 
diversion of funds from the business for family purposes 
also aggravated the financial problems of the unit culminat- 
ing into a situation of working capital shortage. 

This case also illustrates a lack of proper financial 
planning and poor management of labour relations. It also 
brings out as in the earlier case studies the lack of concern 
and time consuming formalities on the part of financial 
institutions. If the financial institutions had offered 
help towards the firm's working capital requirements, there 
was every possibility that the firm would not have become a 
sick unit . 
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3.7 Conclusions ? 

This chapter has delineated the socio-economic profiles 
of the healthy and sick units in terms of their brief case 
histories. These case histories serve the purpose of provid- 
ing a synoptic overview of the course of the units’ careers. 

In the next chapter, we analyze the role performance of these 


units in detail. 



CHAPTER IV 


ROLE PERFORMANCE OF THE HEALTHY AND THE SICK 

UNITS 


In this chapter we shall depict the role performance 
of the healthy and the sick units and attempt to bring 
out the differentiating factors and factors of agreement 
between and amongst the healthy and the sick units. 

As seen in the last chapter, all the eight entrepre- 
neurs in the present study are educated, exposed to new ideas, 
technically trained, aware of the business opportunities, 
familiar with the provisions of governmental help for the 
entrepreneurs, possessive of some investible capital of their 
own, young and motivated. According to the literature on 
entrepreneurial development, these are also the characteris- 
tics associated with successful entrepreneurial performance. 
However, we find that despite the possession of these common 
basic characteristics of entrepreneurship, half of the units 
have failed i.e., become 'sick' while the remaining have 
achieved varying degree of success. The problem of the sick- 
ness of small scale units hence calls for a deeper level of 
study beyond the surface characteristics of the entrepreneurs. 
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This deeper level of study calls for an explanation of the 
interaction of internal and external factors of the 
industrial enterprises viewed as social entities in their 
own right. The interaction perspective then translates 
itself at an analytic level into the interaction of the 
industrial units as social entities (i.e., social actors) 
with other social entities (organizations) in their environ- 
ment. The concept of social role then becomes attributable 
to an industrial unit viewed as a collectivity. This is also 
in accordance with the concept of industrial organizations 
viewed as corporate citizens of the society wherein they 
function. 

4.1 Norms of Role Performance and Health Status of the Units ; 

In this chapter, we briefly outline the role perfor- 
mance of the units concerned since their inception. The 
dimensions of the role performance delineated in this context 
ares the commissioning of the project i.e., the start-up period 
of the unit, production, marketing, acquisition of raw materials, 
financial position and labour relations. Norms of role perfor- 
mance in the present context in an analogous manner would be 
the start-up of the unit according to a planned schedule, 
annually increasing production reaching upto and/ or exceeding 
its projected levels, increasing sales, smooth acquisition and 
availability of all the required raw materials, increasing 
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revenue and requisite profit level and harmonious labour 
relations with low turnover of the labour. These norms of 
role performance emanate from the functional areas of the 
industrial units. A unit operating according to these qua- 
litative norms of role performance would thence be ’healthy' 
while a 'sick* unit would display a reverse set of role per- 
formance indicators. The delineation of the role performance 
of all the eight units would thence also bring out the inter- 
action of the internal factors with their environmental entities. 
More specifically it would enable us to understand the nature 
and consequences of a unit’s interaction with other social 
entities in its environment and the bearing of this interaction 
on the unit's health and performance. 

4 . 2 Pr oject Formulation and Commissionings A Brief Note . 

An industrial project usually originates as a vague 
idea in an entrepreneur's mind after noticing the demand for 
certain products i.e., a potential market evidenced by unsatis- 
fied local demand met by imports. Some other factors which 
encourage the entrepreneurs to start small scale industries 
ares 

(a) Attractive state and central subsidies. 

(b) Liberal financial and other infrastructure 
assistance. 

(c) Self-employment and social prestige of owning an 
industrial concern. 
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The vague idea of owning a small scale unit has to 
be translated into a viable project proposal which should be 
technically sound and financially feasible. The success of 
the unit largely depends upon the proper formulation of the 
project. The project formulation is an important exercise 
which requires a thorough ground-work and planning of various 
logistic and financial aspects of the project. This has been 
brought out by the study conducted by Mayer and Sydney.'*' 

The project reports prepared by the promoters of the 
units under study, showed considerable weaknesses in their 
formulation and proper planning. It was especially so in the 
case of units that later became 'sick' . We also found in our- 
study that the units do not always give all the necessary 
information alongwith the project reports. This causes delay 
in sanctioning the loan and also at times leads to other prob- 
lems. A project, in order to be sanctioned by Karnataka State 
Financial Corporation (KSFC) must be accompanied by a complete 
project report and should contain all data regarding the pro- 
moters of the project, financial requirements, cash flows, 
sales projections, emplojrment level, and marketing arrange- 
ment etc. KSFC has -also laid down certain requirements to 
be fulfilled by the entrepreneurs. The following are the main 

1. Kurt Mayer and Sydney, Goldstein, The Fir st Two Y ears :■ 

Problems of Small Firm, Growth and Survival, (Washington D.C.s 
Small Business Administration, 19617"* pp. 56-57. 
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requirements laid down b 3 7 KSFC „ ^ 

(a) The project should be technically sound in respect 

of the manufacturing process, adequacy. 7 of the plant and equip- 
ment, availability of raw materials and essential services 
and the schedule of implementation. Due care should have 
been given to the dispersal of the effluents, if any, and to 
other aspects of pollution control. 

(b) The project should be financially sound. The aspects 
scrutinised ares the estimated cost of the project, capital 
structure, promoters’ contribution, debt-equity ratio, sources 
of finance, projected profitability^, cash-flow and internal 
rate of return. 

(c) The project should be commercially well-planned and 
should hold an assurance of managerial competence. 

(d) The project should also fulfil certain social 
objectives likes 

(i) Creating employment 

(ii) Development of an industry in a backward area 

(iii) Stimulating the growth of ancillary industries and 

(iv) Triggering off other economic activities. 


1. Assistance to Industry (Karnataka State Financial 
Corporation Booklet 1978), p. 5. 
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All the applications for loans are processed by the 
technical appraisal section of KSFC in the light of their 
foregoing criteria and objectives. 

A small scale project is usually expected to go on 
stream in three years. The first year is meant for project 
completion, the second year for reaching a break-even point 
and the third year for earning profits in a steady manner. 
Hence, the timely execution of project is of utmost impor- 
tance for the success of a small unit. Undue delays may result 
in a unit 's catastrophic failure since a small unit does not 
usually have excessive financial strength to survive the ini- 
tial failure. Delays caused by the units' promoters due to 
their inadequate preparation coupled with the sequential 
delays on the part of the financial agencies create a serious 
situation of inordinate delays in the start-up of the projects. 
These delays seriously disturb the schedule of the project and 
create large performance gaps. Sometimes the wide gap between 
the projected and actual performance of a unit may threaten 
the very viability of the unit itself. Detailed analyses of 
the unit 1 s performance gaps enable us to gain a proper under- 
standing of the crucial internal and external factors 
responsible for engendering the performance gaps. 

In the following pages brief studies of role perfor- 
mance of ’healthy' and ’sick’ units from electronics and machine 
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tools industries are outlined. The discussion of the role per 
formance of a unit is structured along the following lines? 

(i) Project commissioning, delays and various problems 
encountered by the units from the external organizations 
during the course of the project * s commissioning. 

(ii) Performance of the unit in its important functional 
areas i.e., financial position, production, acquisition of 
raw materials, marketing and labour relations. 

(iii) An examination of the unit's role interaction with the 
social actors in its environment. 

4. 3 Sick Units from Electronics Indust ry? 

As mentioned in the previous chapter the two sick 
units in the electronics industry are: 

(i) Surya Electronic Laboratory 

(ii) Techno Electronic Instruments 

We discuss their role performance one bjr one. 

4.3.1 Surya Electronic Laboratory ? 

This sick 'unit' has not only failed to generate the 
projected volume of internal surplus but is presently in 
serious financial doldrums. The Table 4.1 indicates the 
projected and actual performance of this unit from the year 
of its inception. 
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Table 4.1: Projected and Actual Figures of 
Production and Profit of Surya 
Electronics Laboratory. 


Year 

Production 
(Rs. in lakhs) 

Profit 
(Rs. in 

lakhs) 

Projected 

Actual 

Projected 

Actual 

1973-74 

1.5 

0.00 

0.10 

-0.710 

1974-75 

2.00 

0.10 

0.40 

-0.602 

1975-76 

3.00 

1.25 

0.60 

-0.153 

1976-77 

4.00 

1.50 

0.80 

-0.158 

1977-78 

4.25 

1.00 

1.00 

nil 

1978-79 

4.25 

1.50 

1.00 

+0.055 


The above table is self-explanatory. It depicts the 
units progression toward financial crisis. In what follows 
we discuss the various dimensions of the unit’s role perfor- 
mance that under ly its 'sick* status. 

( i ) Project Commissionin g: 

The project report of this unit was prepared by the 
entrepreneur after having undergone necessary training and 
specialization in the production technique. The first and 
very crucial mistake that he committed was the commissioning 
of the project without obtaining the necessary licence for 
the import of a raw-material item. During the scrutiny of 
his loan application KSFC sought clarification as to why this 
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licence was not obtained. The sanctioning of the loan could 
be done only if the entrepreneur had a licence for importing 
the needed raw-material item. The entrepreneurs however, 
wrote to KSFC stating that the imported raw-material consti- 
tuted only 10 percent of the total raw material requirements 
and that an application for licence had been submitted to the 
ElectronicsCommission, Hew Delhi, and that their approval 
was expected in due course. He further assured KSFC officials 
that he could start the production as per schedule. A consi- 
derate KSFC released the loan on the basis of this assurance. 

But as a precautionary measure either KSFC should have inter- 
vened in the affair so as to influence the Electronic Commission 
to issue the necessary licence to the entrepreneur at the 
earliest or KSFC should not have released the loan until the 
entrepreneur had obtained the licence to import the raw-material 
item. This however was not done. 

The entrepreneur went ahead with securing premises, 
machinery, labour and power connection. But the long awaited 
approval for import on licence did not materialize. He had 
applied for the licence to the ElectronicsCommission, New Delhi 
through the State Directorate of Industries which forwarded 
the application to the Electronic Commission. He wrote many 
reminders but failed to get any response from the Commission. 
Mien the investigator enquired from the Officials of the 
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Directorate, they pointed out that thejf are only forwarding 
authority and it was the job of the Electronics Commission 
to issue the licence. The Commission's conduct in the matter 
here emerges as one of insensitivity and irresponsiveness 
toward the need of the entrepreneur. At this juncture KSFC 
could have given a helping hand to the entrepreneur by using 
their good offices to expedite the matter of licence. On the 
other hand, the entrepreneur also did not approach KSFC in 
this connection. The lack of coordination between the various 
organizations i.e., the KSFC, the State Directorate and the 
Electronics Commission, coupled with the inordinate delays in 
procedures and formalities created serious problems for this 
unit. It took almost one and a half years to secure the 
licence. This instance supports the criticisms levelled against 
the functioning of the Electronics Commission and other govern- 
ment bodies. + 

But even the delayed approval of licence did not serve 
the units purpose as it permitted only 25 percent of the total 
raw-material requirements to be imported and that too from three 
different countries. The meagre percentage of import and that 
too from three different countries amounted to incurring 
unacceptable costs and delays. This forced the entrepreneur to 
abandon the production of his main product-item i.e., electronic 


+ See Chapter III. 
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relays, for which the unit was originally started. The entre- 
preneur had not and could not foresee these totally unexpected 
problems. These problems resulted in a situation of production 
and marketing failure of the unit. 

( i i ) Role Performance in the Functional Areas . 

(a) Financial Position ; 

The present financial position of the unit is very %f*iti- 
cal during the year 1973-74 the unit could not produce anything. 
Hence it incurred a loss of Rs.71,000. In the next year the 
working capital funds were allocated to new product develop- 
ment. The production in 1974-75 was mainly confined to odd 
jobs of irregular nature. A financial loss of Rs. 60,000/- was 
incurred by the unit in 1974-75. From the third year of its 
inception, the unit started producing voltage stabilizers. The 
new product item slightly improved the production and lessened 
the financial burden. The unit managed to achieve a very 
nominal profit of Rs. 5,500 in 1978-79. But the financial 
burden on the firm is heavy due to its past borrowings and 
huge backlog of loan instalments and accumulated interests. 
Unless additional funds are infused in the unit, it cannot 
generate sufficient financial resources to overcome its accu- 
mulated financial losses. The salient elements of its financial 
situation are as below; 

(i) Very low volume of business for more than six years. 
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(ii) Use of working capital for new product development. 

(iii) Increasing overhead and fixed costs due to conti- 
nuous low production. 

Due to the above-mentioned factors, the working capital 
base of the firm was seriously eroded. At present the unit is 
receiving orders from the customers but is not in a position to 
accept large volume of orders for the sheer lack of working 
funds. The bank which provided the working capital loan 
earlier, refused to extend the same further. 

(b) P roduction s 

The main characteristic feature of the production 
function of the unit has been a continuously low production 
activity. In the first year (1973-74) the unit could not 
produce anything. In the second year (1974-75) the unit was 
closed for a period of six months and in the remaining period 
could do only some odd jobs of an irregular nature. Since 
1975 the production of voltage stabilizer was undertaken. Due 
to lack of working funds and proper marketing assistance, 
increased production actively at an economic level has not 
been possible. Thus the continuous poor capacity utilization 
has contributed largely to the unit's high overhead and fixed 
costs. 
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( c) Acquisition of Raw-Materials ; 

The unit faced a severe problem in securing imported 
raw material. This has been discussed earlier in detail. The 
delay in obtaining the licence for the import -of raw material 
forced the entrepreneur to abandon his plan to manufacture 
his main product i. e. 5 electronic relays, as planned earlier. 

(d) M arketing; : 

The marketing function is looked after by the entrepre- 
neur himself. When the unit started manufacturing voltage 
stabilizers, KEONICS (Karnataka State Electronics Development 
Corporation) came forward to market the same under its brand- 
name. However, this link-up did not materialize due to certain 
differences between the entrepreneur and the KEONICS. This 
has resulted in a continuing weak market position of the unit. 

(e) Labour Relations ^ 

This unit did not face any labour-problem either in 
securing the needed work-force or in^retaining thorn. It could 
not, however, employ the work- force as much as it had envisaged 
in its project report, due to its low production level. For 
sometime, in the first year, the entrepreneur simply paid 
the full wages of the workers without extracting any work 
worth -mentioning from them. This contributed to the financial 
burden on the unit. The unit could not create employment for 
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17 persons as projected due to its low production activity. 

It could hardly create and maintain employment for 10 workers. 
Its present workforce consists of some 10 workers only. 

To sum-up, the sickness generated in this unit has 
been brought about by the following factors. 

The entrepreneur showed rather poor judgement and 
optimism in commissioning his project without assuring himself 
of the supply of an imported raw-material item. As a result, 
innumerable problems cropped up later. In contrast to the 
healthy units of our study the entrepreneur here never made 
any attempt to consult the experts to find a proper and 
timely solution to his unforeseen problems. 

The entrepreneur however cannot be blamed fully. He was 
enthusiastic about his project and properly trained for pro- 
ducing his main product. He, in good faith believed in the 
fairness and helpful behaviour of the official agencies like 
Electronics Commission. But his optimism and faith proved 
to be misplaced. 

Hence the major causal factor in the role failure of 
the unit here emerges to be the role-performance failure of 
the social actors in the environment of this unit. The role 
performance of external social actors was highly incongruous 
with the norms of their role-performance. The role failure of 
the Electronics. .Commission contributed materially to the 
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serious set-back suffered by the unit. The other social 
actors like KSFC, KEOMICS and State Bank of India also con- 
tributed in varying manner to the sickness of the unit by 
not performing their role of extending help effectively. From 
the point of the unit, they may be adjudged as having violated 
the norms of the reciprocity of expectations i.e., not 
providing timely help and advice for the unforeseen problems 
faced by this well-trained entrepreneur. 


The unit ' s brief career history toward its financial 
crisis may be represented as below: 


Non availa- 
bility of 
imported raw 
material 


*0 Project 
Start up 
delayed 

(1973) 


Non-commissioning 

of the original 

product and idle 
plant for two years 

( 1973 - 75 ) 


Consumption of 
working capital 
for new product 
development and 
other statutory 
payments. Ad hoc 
low production 
and sales 

(1975-77) 


Inability to 
produce and 
market new 
products in 
quantity 
(1977-80) 

* 

Lack of financial 
accommodation toward 
working capital and 
absence of marketing 
assistance from the 
official bodies 


Continuing losses 
and financial 
crisis 


( 1980 ) 


Fig, 4.1: The brief history of Surya Electronics 
Laboratory. 
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4.3.2 Techno Electronic Instruments : 

This is another 'sick* unit in the electronics industry. 

The unit’s performance was relatively satisfactory during the 
first two years. But from the third year onwards problems 
emerged and the unit started incurring financial losses. The 
production figures dropped, the quality of its products deterio- 
rated, and finally the unit turned ’sick’ . The transition 
toward ’sick' status was in this case mainly an outcome of 
the differences amongst the partners of the firm apart from a 
few other less important internal factors. The production and 
profit record of the firm is given in Table 4.2. 

Table 4.2i Projected and Actual Figures of Production 
and Profit of Techno Electronic Instruments. 


Production Profit 

(Rs. i n_l ak hs) _ _(Rs. lakhs) 



Projected 

Actual 

Projected 

Actual 

1973-74 

1.00 

0.85 

0.20 

0.10 

1974-75 

2.50 

2.00 

0.45 

0.30 

1975-76 

3.50 

2.75 

0.60 

0.42 

1976-77 

4.00 

1.50 

0.80 

-0,20 

1977-78 

5.00 

1.00 

1.00 

-0.10 

1978-79 

5.50 

1,00 

1.25 

-0.25 


The project report of this unit was prepared by the 
Small Scale Industries Service Institute. When the unit 
started production the external factors were very favourable 
to the unit. It possessed (a) strong marketing arrangements, 

(b) sound technical know how provided by NRDC (National 
Research Development Corporation) and NAL (National Aeronautics 
Laboratory), and (c) a good demand for its finished products. 

There were no delays in the projects commissioning and 
start-up period. Paradoxically the problems here emerged when 
the unit started receiving a larger volume of orders. Observ- 
ing such an increase in demand and the bright financial pros- 
pects, each of the three partners formulated his own scheme 
for the further growth of the unit. They failed to agree on a 
mutually acceptable course of action. Thus the mutual trust 
and confidence amongst the partners were eroded. Their perceived 
individual self-interests led ultimately to the collapse of the 
unit. Because of the loss of mutual trust and confidence among 
the partners, the management and the working of the unit deterio- 
rated. Differences amongst the partners and the poor working 
of the unit created credibility gap amongst the unit's customers 
and the lending financial institutions. 
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( 1 1 ) Role Performance of the Unit i r^ t h e Functional Areas ; 

( a ) Financial Position ; 

Financial position of the unit in its early years was 
satisfactory. From 1973 to 1976, the unit was making profits. 
From 1976 onwards, the financial position gradually worsened. 

The first major set back occurred in the 3 ^ear 1976 when one 
of the partners left the firm. He withdrew from the firm 
taking away his share and good will. The liquidity position 
of the firm was thence affected. The financial position of 
the firm was further affected due to declining production. 

The dissensions between the remaining two partners paralysed 
the units production, marketing and labour relations. All 
these factors in turn further worsened the financial position 
and the unit started incurring financial losses from the 
year 1976 onward. 

(b) P roduction ; 

The production activity of the firm for the first three 
years showed an increasing trend. The market was favourable 
and demand for the unit's products was increasing. The production 
supervisor of the unit was a technically trained ex-employee 
of the National Aeronautics Laboratory. 

He provided sound production supervision and quality 
control. But he stayed with the firm only for two years. When 
the differences among the partners became more acute, the 
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production supervisor left the unit alongwith some skilled 
workers to start his own unit. This affected the unit's 
production to a considerable extent resulting in production 
deterioration and delays. The unit lost many good customers 
on account of poor and delayed production. The volume of 
production started declining from the year 1976 onwards and 
came down to less than 20 percent of its projected production 
level, 

(c) Acquisi tion of Raw Material s; 

This unit did not face any problem in this regard like 
other ’sick' units. It had obtained the licence necessary for 
the import of raw-material items before the start-up of the 
project. However, the quantity and quality of the raw- 
material did not often fully meet the unit’s production 
requirements. 


As pointed out earlier one of the partners partly owned 
a marketing agency through which the products of the unit were 
sold. This provided a good marketing channel for the unit and 
helped it to gain a market standing.- When, however, the part- 
ner associated with the marketing agency left the concern, the 
marketing arrangements were also disrupted. Thus the marketing 
function of the firm suffered a serious set-back. This set back 
could not be over come due to the disssensions amongst the 
remaining two partners. 
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( e ) Lab our Relations; 

The unit could secure the necessary skilled labour 
without much difficulty for the first two years. However, 
due to the departure of one of the partners who was also the 
production-supervisor, some good skilled workers also left 
the concern with him. This situation contributed to the 
emergence of labour shortage and consequential production 
delays. The skilled workers who left could not be replaced 
easily. The unit had created employment opportunities for 
twenty workers as projected upto the year 1976. From 1976 
onwards some workers left the firm. Along with this, the 
volume of business also declined. The present strength of 
the unit's workforce is twelve only. 

Small units based on partnerships are vulnerable to 
sickness due to dissension among the partners and the unsequen- 
tial withdrawals of capital and goodwill by the outgoing 
partners. That is what happened to this unit. 

The role performance of the unit was primarily affected 
by the weaknesses In the management of the unit on account of 
the tending partners. It was pointed out in Chapter III, that 
the remaining partners of this unit failed to establish the 
firm's credibility with its customers and the financial institu- 
tions on account of their inability to pull together. 
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KSFC which was aware of this problem could not however 
do anything in the matter as it lacked the statutory powers to 
intervene in the units affairs. It could however still have 
played a vital role by bringing together the partners for 
promoting an understanding amongst them to save the unit. 
External social actors like KSFC and the bank which provided 
the working capital loan to the unit could have averted the 
units worsening situation by their timely intervention. 

The officials of the KSFC and the bank interpreted 
their duties in a formalistic and bureaucratic manner and 
thence refrained from playing a constructive role in the 
situation. 

The unit’s brief career history towards continuing losses 
and financial crisis may be represented as below: 


Project start Profitable opera- Dissensions amongst 

up as per tion with increasing — w the partners . One ^ 

schedule production and sales w partner leaves. 

(1973) (1973-75) Partnership recons- j 

tituted 

(1976) i 



Performance deteriora- 
tion in production and 
sales on account of the 
continuing differences 
amongst the remaining 
two partners 

(1976 - 80) 


Bank 1 s withdrawal 
of working capital 
loan 



Continuing 
losses and 
financial 
crisis 


( 1980 ) 


Fig. 4.2s The brief career history, of 

Techno Electronic Instruments. 
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4.4 Healthy Units from Electronics Ind ustry : 

The two healthy units from electronics industry ares 

(i) Electronic Equipments (Pvt.) Ltd. 

(ii) Sai Electronics (Pvt.) Ltd. 

Their role performance is here discussed one by one. 

4,4.1 Electronic Equipments (Pvt.) Ltd. ; 

In contrast to Surya Electronics Laboratory, this 
unit had obtained the licence for importing raw material 
well in advance. Ten percent of the total raw— material 
requirements was to be imported by this firm as in the case 
of the Surya Electronics Laboratory. 

The project report for this unit was prepared by its 
promotions. For some of its products HAL provided technical 
know-how. The performance of the unit has been relatively 
satisfactory and it could move toward its projected target 
of production and sales in the first three years of its pro- 
duction. The production and the profit figures of this unit 
are given in Table 4.3. . 

(i) Project Commissioning ; 

There was no delay faced by the unit during the time 
of project commissioning. The project start-up was as per 
schedule. 
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Table 4.3s Projected and Actual Figures of Production 

and Profit of Electronics Equipment (Pvt.) Ltd. 


Year Production Profit 

_(Rs.__in lakhs). _ _ __ (Rs. i n lakhs) 


. 

Projected 

Actual 

Projected 

Actual 

1973-74 

0.80 

1.2 

0.20 

0.0556 

1974-75 

3.00 

2.51 

0.60 

0.5221 

1975-76 

4.37 

3.80 

1.25 

0.13153 

1976-77 

5.00 

4.00 

1.30 

0.3056 

1977-78 

5.37 

4.00 

1.50 

-0.50 

1978-79 

5.37 

5.00 

1.50 

1.00 


( i i ) Role Performance in the Functional Areas ; 

( a ) Fin ancial Posi t ion : 

The unit has been consistently making profit and 
improving its resource-base. However, during the year 1978, 
it incurred a loss of Rs. 50,000/- due to certain erroneous 
policies adopted in the purchases of raw-materials and the 
sales of the finished products. This flaw was however, imme- 
diately noticed and steps were taken to remed 3 r it. The unit 
did not utilize its working capital for any other purposes. 

The bank is always ready to finance the unit with additional 
working capital because of the goodwill and reputation enjoyed 
by the unit in the market. In contrast, the ’sick 1 units have 
to slog for additional financial assistance from the bank. 







85 


( b ) Production ; 

A trained person is in charge of production supervision. 
Production is carried on systematically, and in a planned 
manner. The production of the unit is quite satisfactory since 
it meets the quality and reliability requirements of the custo- 
mers. From 1978-79 the production is expanding due to the new 
products introduced by the unit. The management plans to 
expand its production capacity. The quality of the products 
is ensured with the help of highly sophisticated testing equip- 
ment obtained by the firm. Production delays and problems of 
quality control are minimal, 

( c ) Acquisition of Raw Material s; 

In the initial stages of its production, the unit used 
to purchase its raw-material requirements from the local sources. 
But when their prices were felt to be too high, the unit entered 
into an agreement with a Bombay firm for meeting its raw-material 
requirements at comparatively lower prices. Thus unwanted finan- 
cial loss was avoided in the purchasement of raw materials and 
the competitiveness of firm improved. 

( d ) Market i ng s 

Initially for three years the marketing function was 
entrusted to a sole selling agency which specialized in the 
marketing of electronic equipments. At present, the marketing 
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work is looked after "by the units own marketing division. The 
marketing division is headed by a sales and service engineer. 

(e) Labour Relations ; 

The units labour-forte is well trained. The workers are 

-f 

relatively better paid than their counter-parts in the ’sick 
units of the Electronics Industry. The labour turn-over has 
been minimal. The percentage of the absentees in the labour- 
force is quite small. Harmonious labour relations are main- 
tained in the plant. 

The unit due to its development now employs 41 workers 
i.e., almost double the number of workers projected in its 
original project report. 

To sum-up, the units role-performance is largely in 
accordance with its norms of role-performance. The performance 
is also consistent and growth-oriented. The management has 
learned from its past mistakes and adopted measures to prevent 
the occurrence of such errors in future. "When the units 
purchases and sales were adversely affected, it appointed an 
experienced chartered accountant to set its. financial affairs 
right. The trained accountant further stream-lined the accounts 
and costing procedures which eliminated the future possibili- 
ties of financial errors. 
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The unit spends a part of its profits on publicit}^. 

This is a unique feature that we find here and not in the 
'sick' units. This unit has maintained good reputation for 
its products, and enjoys high credibility with its interacting 
external social actors. 

From the very beginning, the management of this unit 
concentrated its attention on building up a strong organization 
with sound personnel. Whenever any need for advice and con- 
sultation was felt, the help of professional consultants was 
sought in a timely manner. Whereas the 'sick' units attempted 
to solve their managerial and/or technical problems themselves, 
this unit took recourse to the expert advice for dealing with 
its technical problems. 

The firm has been investing large portion of its inter- 
nal revenue surplus wisely for developing the quality of its 
products. It has been acquiring new and sophisticated types 
of testing and other equipments. Due to such a long range 
policy, the unit has succeeded in diversifying its product- 
mix and is in a position to retain and increase its market 
share for its products for the next ten years. 

The management of the unit is run along efficient and 
professional lines. Division-of-labour within the firm has 
resulted in a smooth execution of its plans and projects. 
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The units products have established a high reputation. 
The management is now planning to expand the unit in a big 
way. 


The units career history towards its relatively profit- 
able financial position may be represented as below; 


Project start 
up as per 
schedule 

11973) 



As stored marketing 
channels 

i 

i 

♦ 

Profitable operation, 
better product mix 
increasing production 
and sales. Invest- 
ment of profits on 
new product develop- 
ment and testing 
facilities. 

(1973-77) 


Faulty purchase 
and sales policies 

t 

I 

t 

i 



* 

Financial 

loss 


Introduction of new 
products, purchase 
of raw materials from 
Bombay, profitable 
operation with increas' 
ing/production and 
sales 

( 1978 - 80 ) 


-► 


Healthy and 

f rowing 
1980) 


Fig. 4.3? The brief career history of Electronic 
Equipments (Pvt.) Ltd. 
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4.4. 2 Sai Electronics (Pvt.) Ltd . s 

The performance indicators of this unit 'show that 
(see Table 4.4) its performance has been largely satisfactory. 
However, the management of the unit has not been able to increase 
the quality and volume of its business by creating a better 
product-mix and expanding the market for its products. This 
may be attributed to the inertia on the part of the manage- 
ment. Such a situation has however resulted in arresting the 
growth of the unit. A major part of the production is supplied 
to the defence organizations through NAL. Hence the business 
is largely dependent on the orders from NAL. 


Table 4.4j Projected and Actual Figures of Production 
■ and Profit of Sai Electronics (Pvt. ) Ltd. 


Year 

Production 
(Rs. in lakhs) 

Profit 

(Rs. in lakhs) 

Projected 

Actual 

Projected 

Actual 

1973-74 

2.00 

1.00 

0.40 

-0.310 

1974-75 

3.00 

2.00 

0.80 

0.108 

3Q75-76 

3.00 

2.51 

1.00 

0.304 

1976-77 

4.00 

3.00 

1.00 

u. >07 

1977-78 

5.00 

3.00 

1.00 

0.5561 

1978-79 

5.00 

3.50 

1.25 

0.7589 


At present the management does not have any plans to 
expand the unit. Unlike other healthy units, this unit has 
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not taken up any plans for new product development and/ or 
diversifying its product lines. 

(i) Project Commissionings 

This unit differs from Surya Electronics Laboratory in 
one important respect i.e. , the start-up of its project was 
not delayed. However, the project contained a few draw- 
backs like, reliance on a single customer, i.e., ML and 
no alternative product mixes. These factors have curtailed 
the growth of the unit to a considerable extent. The project 
report was revised twice. This action on the part of the 
management avoided many problems for the unit. Had the unit 
continued along its original project report it would have 
become a ’sick* unit. 

( ii ) Role^ Per formance in t he Functional Areas ; 

(a) Financial Positio n: 

Financial position of the firm is rather satisfactory. 

The unit did not utilize its working capital for any other 
purposes and it has not faced any shortage of working capital. 
The production of the unit has remained almost at a stagnant 
level. However, the rate and amount of internal surplus 
created is sufficient to maintain its health . In the first 
year of its production, the unit incurred a loss of 0.31 lakh. 
From the year 1974-75 onwards the unit has been making profit. 
The unit has not however been able to generate higher levels 
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internal surplus so as to undertake the diversification of 
its existing production mix. 

(b) Production : 

Production of the unit has been proceeding smoothly 
although the unit has not been able to utilize its production 
capacity fully. At present it is able to utilize only 60 per 
cent of its installed capacity. The enterprise has however 
succeeded in earning profits. Quality control of the products 
is ensured to avoid rejections of the products by the custo- 
mers i.e., defence organizations. Production delays are very 
negligible. There is a technically trained production super- 
visor who looks after the production. The coordination of 
various activities is looked after by the managing director 
i.e., the entrepreneur himself. 

(c) Acquisition of Raw Materials : 

The unit possesses the licence for importing some raw- 
material items. The licence was obtained well in advance 
of the project’s commissioning. Some raw-material is also 
purchased locally and its procurement does not pose a problem. 

( d) Marketing : 

The firm 1 s marketing function has not been entrusted 
to any external agency. As most of the unit's production is 
sold to defence organizations through NAL, a separate marketing 
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link-up has been unnecessary. This aspect of the unit's 
relationship has assured it of a sustained demand for its 
products. However, this has also created in a way a market 
customer constraint on the unit. The unit does not face the 
problem of -fee late realization of its bills from its custo- 
mers and this factor has contributed to the firm* s financial 
viability. 

( e ) L abour Relations ? 

This unit does not face any major problem in maintain- 
ing good labour relations. Its labour force is committed to 
work and the workers are well-trained and skilled in the pro- 
duction-technology. They are also relatively better paid than 
their counter-parts in the sick units. The unit presently 
employs 25 workers which is 5 more than its projected employ- 
ment level of 20. 

The over-all assessment of the unit’s management seems 
satisfactory though the unit’s actual performance has not been 
very close to its projected performance, yet it has not 
incurred losses, since this unit is vigilant to see that the 
repayment of its loan instalments is made promptly, and the 
delivery of goods is timely, its relations with the financial 
institutions and the customers are satisfactory. This unit has 
succeeded in generating internal surplus but presently it is in 
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a state of stagnation in respect its production and marketing 
prospects . 

The unit’s brief career history towards its relatively 
profitable position may be represented as below: 


Absence of alterna- 
tive market channels 


Exclusive market 
dependency on UAL 


Project 
start up 
as per 
schedule 
(1973) 


Financial loss 
due to faulty 
raw material 
purchase policy 
(1974) 


Profitable opera- 
tion but low rate • 
of returns, stag- 
nant production, 
absence of a compe- 
petitive product 
mix for a larger 
market 

(1975 - 80) 



Healthy but 
stagnating 
( 1980 ) 


Fig. 4.4: The brief career history of Sai Electronics 
( Pvt . ) Ltd . 


4,5 Sick Units From the Machine 


As mentioned in the previous chapter the two sick units 
in the machine tools industry ares 

(i) Paxwell Tools and Engineering Enterprises. 

(ii) Regal Engineering Industry. 
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We here discuss their role performance one by one. 

4,5.1 Paxwell Tools and Engineering Enterprises ? 

This is a 'sick' unit characterised by continuating 
low production activity. Its capacity utilization has never 
crossed 45 per cent of its installed capacity. In the fourth 
year of its production, the unit because of its financial 
difficulties found it very difficult to even purchase the 
needed raw-materials. The entrepreneur was forced to dispose 
off a lathe at a loss of Rs. 40, 000 as he failed to get any 
work-load for the lathe. The production and profit performance 
of the unit is given in Table 4.5. 

Table 4.5* Projected and Actual Figures of Production 
and Profit of Paxwell Tools and Engineering 
Enterprises. 


Year 

Production 
(Rs. in lakhs) 

Projected Actual 

Profit 
(Rs. in 

Projected 

lakhs)___ 

Actual 

1973-74 

1.50 

- 

0.40 

- 

1974-75 

2.00 

0.21691 

0.60 

-0.72839 

1975-76 

3.00 

1.02407 

■ 0.80 

0.01697 

1976-77 

# 4.00 

1.5674 

1.00 

0.27648 

1977-78 

5.00 

1.0 

1.25 

-0.37648 

1978-79 

5.50 

0.8076 

1.50 

-0.22581 
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The project report of this unit was prepared by its 
managing director.’ The unit is reliant for its success on 
the managing partner* s technical skill and training. The 
managing partner received his training during his service in 
Hindustan Machine Tools (HMT) . His ambition to. start a small 
scale industry made him leave his lucrative job. However, 
today he is a disillusioned entrepreneur and a frustrated 
man. He repents having left his post in HMT. 

(i) Pr oject Commissioni ng; 

The unit ! s project start up was delayed for one year. 
As per the project schedule, the entrepreneur could not start 
production in the year 1973-74. The important factor which 
affected the start-up period of the production was the deli- 
very delay of an important lathe. This delayed commissioning 
of the project was responsible for an accumulated financial 
loss of more than Rs. 72,000 in the year 1974-75. 

( i i ) Ro le Performance in the Functio nal Areas ; 

(a) Fi nancial Position ; 

The units financial position has become very weak due 
to the heavy financial losses sustained by it. The unit 
incurred a loss of over Rs. 72,000 in the very first year 
of its production. Hence in the year 1976-77, it wiped out 
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the previous loss and made some nominal profit. But in the 
year 1977-78 it incurred again a loss of nearly Rs. 38,000, 
followed by a loss of over Rs* 22,000 in 1978^-79. These 
cumulative losses have made the financial position of the 
unit critical. This has become a serious constraint to the 
unit. Improvement of the performance of the unit is dependent 
on additional, finance from external source. Unless, this is 
done, the units financial position would continue to be 
precarious. As mentioned earlier under the difficult finan- 
cial conditions, the entrepreneur was forced to sell one of 
lathes at a loss of Rs. 40,000. 

(b ) Produc tion ; 


Production figures of the unit show a continuous low 
capacity utilization. The production level has never crossed 
45 percent of the total installed capacity and is presently 
less than 20 percent of its projected level. The production 
costs of the unit are higher as compared to the healthy machine 
tool units due to increased overhead and fixed costs, and the 
high costs of the raw-materials purchased in the open market. + 
Hence it could not compete with the healthy units in getting 
orders. 


+ Both the sick units of Machine Tools Industry buy their raw- 
materials as and when required due to their limited finan- 
cial resources. These retail purchases result in the loss 
of trade discount which otherwise would be available for bulk 
quantity purchase orders. Further these units had also to 
face the price escalations of the open market noh _ contractual 
purchases » 
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(c) 


of Raw Materials : 


This omit does not possess any raw-materials quota. 

The entrepreneur did not apply for the quota either. The raw 
material requirement is met from the open market. The entre- 
preneur complained that the cost of high speed steel has 
shot up from Rs. 75/- per kg. to Rs. 145/- per kg. , while 
customers are reluctant to accommodate this hike in their 
hill. "When the investigator asked him how other units are 
managing to retain their customers, he plainly said that 
either those entrepreneurs are purchasing stolen raw-materials 
or they have large inventory of old-priced raw-materials. He 
did not approach the State Directorate of Industries and 
Commerce for raw-material quota since he felt that it is time- 
consuming and insufficient. 


(d) 




The marketing position of the firm is quite weak. 

There is no separate person employed to look after the promotion 
of sales. The entrepreneur himself looks after the sales work. 
In machine tools industry what is important is that there 
should be a regular and continuing flow of orders for the 
products to keep men and machinery busy. Due to its high 
production cost, this unit has not been able to compete with 
the healthy units. Hence this unit has been unable to secure 
an adequate market share. The delayed realization of bills 
from the customers has further affected the units' position. 
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( e ) L abour Relations ; 

The unit' s performance has also been affected by its 
labour problems. This is partly due to recruitment policies 
adopted in the beginning. The unit is presently struggling 
to maintain good labour-reTations. There is a high labour 
turnover. About 48 workers have joined and left the unit 
within a short span of five years.Only three workers have 
remained with the unit since the beginning. Medium and large 
scale industries easily attract the trained and experienced 
workers by the handsome salaries they can offer and which the 
small scale sick industrial units cannot usually afford. The 
disparity even within the small scale industrial units between 
the healthy and the sick units regarding the wages paid, 
is marked. The wages received by the workers of healthy units 
are always higher than those of the sick units of our study. 
That is why the healthy units have low labour turnover. This 
unit cannot presently employ good workers by paying higher 
wages because of its financial position and the low volume of 
operation. The unit thus could not generate employment oppor- 
tunities as much as it had projected. It could, create irre- 
gular employment opportunity for 15 workers only as against a 
projected figure of 20. 



99 


The management of the unit lacks dynamism in its 
policies. The managing partner admitted that he is competent 
to tackle technical problems, but that he lacks skill in the 
fields of finance, labour-relations and purchase of raw-mat er i a 1 s . 
This may not be an impossible task, still the failure may be 
attributed to his being over-burdened with various responsibi- 
lities as he puts it. Because, the unit's marketing, produc- 
tion, raw-material purchases etc. are all looked after by 
managing partner alone, the overall effectiveness of the mana- 
gement of the unit has suffered. 

Due to the poor generation of internal surplus and 
increasing overhead costs, the financial position of the unit 
is in a precarious state. The problem of delayed realization 
of over-due bills from the customers has further aggravated 
the financial crisis faced by the unit. Under these circums- 
tances, the managing partner does not wish to take the risk 
of employing more persons to strengthen the firm’s staff-side. 

But unless the firm' s staff and work-force are strengthened, 
the volume of business may not be expected to increase. 

To sum-up, the sickness in this unit is mainly due to 
the internal factors, that is, due to a lack of .dynamism on the 
part of the management to adopt proper policies. The manage- 
ment failed to stabilize whatever progress it made in the 
second and the third year of production. Due to its weak 
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personnel and resource-base and consequential internal factors, 
it is unable to compete successfully with the ’healthy* units . 

One or two external factors also did affect the role perfor- 
mance of the unit. The delays in the receipt of some machinery 
and equipment by this unit delayed the start up of its produc- 
tion for almost a year. 

The unit ’s brief career history towards a situation of 
financial crisis may be represented as belows 


Delayed 

delivery 

of a lathe 
* 

% 

% 

27 Project Plant Production Nominal 

start-up idle for p. commenced, ^ profit 

delayed r one year losses due (1976) 

(1973) (1974) to poor 

capacity 

utilization, 
high overhead 
and fixed 
costs 
(1975) 


High competition 
from other units 


No raw-materials 
quota from 
official agencies 


Low production, poor 
sales, high produc- 
tion costs and conti- 
nuing losses 
( 1976 - 80 ) 


Financial 

crisis 

( 1980 ) 


Fig. 4.5: The brief career history of Paxwell Tools 
and Engineering Enterprises. 



This unit was started up by an entrepreneur who had 
managed successfully another machine tool unit for a period 
of ten years. 

(i) Pro |ject Commi ss ionin g; 

The project report of this unit was prepared by the 
entrepreneur himself. In the project report, the working 
capital requirements were shown as low. The project appraisal 

? f 

section of KSFC sought explanation for showing marginal 
working capital requirement. The entrepreneur informed that 
he would collect 30 per cent of the value of orders as an 
advance against the customer's booking of orders, which would 
take care of the unit's working funds requirements. C onvinced 
by this, KSFC sanctioned the loan. All machinery and equipment 
were obtained as scheduled, except for a major lathe from BMT 
which was strike-bound during that period. However, the unit 
started production as scheduled. During the start-up period, 
the unit was placed in a very favourable condition, as the 
entrepreneur was already experienced in the same product- 
line and possessed sufficient commercial and trade experience. 
However, the entrepreneur failed to make the best use out of 
the foregoing assets. After performing relatively satisfac- 
torily for the first two years, this unit plunged into a 
'sick' state. The units production and profit records are 


shown in Table 4.6. 
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Table 4. 

6s Projected and Actual 
Production and Profit 
Engineering Industry . 

Figures of 
of Regal 


Year 

Production 
( Rs . in lakhs) 

Projected Actual 

Profit 

(Rs. in lakhs) 
Projected Actual 

1973-74 

1.25 

0.85 

0.20 

0.070 

1974-75 

1.50 

1.25 

0.30 

0.075 

1975-76 

o 

o 

♦ 

eg 

0.75 

0.45 

-0.110 

1976-77 

3.00 

0.80 

0.55 

-0.250 

1977-78 

4.00 

1*5 

0.80 

O 

* 

o 

t 

1978-79 

4.00 

1.25 

1.00 

0.15 


( i i ) Role Performa nc e in the F unctio nal Areas : 

( a ) Fina ncial Position; _ 

Financial performance of the unit has been very poor. 

As a result of poor financial management, the unit, facing a 
serious financial crisis. In the year 1973-74 the unit 
achieved a profit of Rs. 7,000. In the next year, also it 
earned a profit of Rs. 7,500. However, from 1975-76 onward, 
it started accumulating financial losses. As pointed out 
earlier the unit did not provide for adequate working capital 
in the beginning. When the need for the same was felt after 
two years, the unit approached Karnataka Industrial Cooperative 
Bank (KICB) for a working capital loan of Rs. 40,000/-. 
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The need for the working capital arose as the customers were no 
longer prepared to pay 30 per cent advance money against the 
orders booked by them. But the unit could not succeed in 
getting the loan due to certain formalities. + Without the 
availability of the required working capital, the performance 
of the unit could not be improved and hence the unit continued 
to be in a sick state. 

(b) Producti ons 

Production suffered due to the lack of cooperation 
from the labour-force and the lack of proper supervision of 
production. Except for the first two years, the production 
has remained very low. This resulted in a marked rise in the 
units overhead and fixed costs of production. The factory 
was closed for six months when its workers went on a strike 
during the year 1974-75. Production supervision could not be 
maintained properly as the entrepreneur had to look after his 
two units himself and could not get a good production-superviser. 

(c) Acq uisition of Raw Material s: 

This unit did not face much problem regarding the 
acquisition of raw-materials needed by it. It possessed a quote 
for certain essential raw-materials and the rest was purchased 
in the open-market. 


+ See Chapter V for details. 



104 


(d) Marketing ; 

The unit when it started production was in a very 
favourable position as regards marketing. It already had a 
wide consumer net-work through its sister concern i.e. , the 
another machine-tool unit managed by the entrepreneur. But 
the image of this unit was damaged due to delays in its 
delivery schedules and poor production quality. The custo- 
mers were dissatisfied and the market standing of the unit 
suffered in consequence. However, the entrepreneur in an 
interview denied that marketing was a constraint at least for 
his finished products. He maintained that the lack of adequate 
working capital was the sole factor responsible for the unit ’ s 
poor marketing record since more orders could not be accepted. 

( e ) Labour? 

It has been pointed out how the quality and volume of 
production suffered due to the labour trouble which started 
when a worker was fired. The workers* union demanded that the 
expelled worker should be re-appointed. The refusal of the 
management to accept this demand provoked the workers to go 
on a strike. Thus the working of the unit came to a stand- 
still by the closure of the unit for six-months. This situation 
served to further worsen the firm’s financial position. The 
actual number of workers employed by the unit is 14 against 
the projected figure of 16. 
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The over-all role performance of the unit along its 
various performance dimensions is very poor. Management 
functions are carried out ineffectively, mainly due to the 
entrepreneur's responsibility for managing his two units 
by himself. 

* 

Lack of organization, lack of proper financial planning, 
poor production supervision coupled with poor labour relations 
drove this unit into a financial crisis. 

It also came to the knowledge of the investigator from 
an important staff member that the entrepreneur diverted 
from the unit 's funds, a sum of at the rate of Rs. 80,000/- 
for lending to his brother. This amount he reportedly failed 
to recover. 

"When the unit was performing poorly, with a view to 
go for new products, the entrepreneur took-up and invested 
funds in new product development. Due to its weak financial 
position, the unit was however not able to carry out the 
production of the new product actively, although the new 
product development was successful at the prototype stage. 

It is surprising to observe the performance of this 
unit. Despite the fact that the entrepreneur had trade experi- 
ence, and knowledge in management, and technical back-ground, 
he failed to manage this unit properly. 
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The extent of sickness of the firm could have been 
considerably reduced if timely help were available to the 
entrepreneur from the financial institutions. This aspect 
is discussed in more detail in Chapter VI. 

The units career history towards a situation of financial 
crisis may be represented as below: 


Denial of working 
capital loan by 
the bank 


Diversion of ’ 
funds for , 
personal use j 


Stoppage of 
monetary advances 
by the customers 


Project 
start up 
as per 
schedule 
despite 
the delayed 
delivery of 
a lathe 
(1973) 


Nominal 
profit 
(1973-75) 


Continued low pro- 
- duct ion due to 
shortage of work- 
ing capital, labour 
problems and finan- 
cial losses, forced 
sale of a lathe at 
loss 

(1975-80) 


Performance deterioration 
and continued losses 
leading to financial 
crisis 

( 1980 ) 


Fig, 4.6: The brief career history of Regal 
Engineering Industry. 
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4.6 Healthy Units _ from .Mach ine _Tpols_ Industry ; 

As mentioned in the previous chapter the two healthy 
units in the Machine Tools Industry ares 

(i) Sabeer Machine Tools (Pvt.) Ltd. 

(ii) Messrs Precision Tools 

We discuss their role-performance one by one. 

4.6.1 Sabeer Ma chine Tool s (Pvt .) Ltd.; 

This is a healthy unit. Its role performance has been 
very satisfactory since 1977-78 onward as indicated by its 
performance indicators in Table 4.7. The project report of 

Table 4.7: Projected and Actual Figures of Production 

and Profit of Sabeer Machine Tools ( Pvt . ) Ltd . 

Year Production Profit 

(Rs.in l ak hs) (Rs . in la khs) 



Projected 

Actual 

Projected 

Actual 

1973-74 

4.00 

3.00 

1.00 

-0.50 

1974-75 

5.00 

4.00 

1.5 

-0.50 + 

1975-76 

5.50 

4.50 

1.5 

~0.50 + 

1976-77 

6.00 

5.50 

1.80 

-0.50* 

1977-78 

6.50 

6.00 

2.00 

2.00 

1978-79 

8.00 

2.50 

libZI — 

2.50 

2.40 

Carry over of 

the initial 

loss of 

1973-74 to later years. 
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this unit was prepared by the entrepreneur himself. After 
having gained work-experience in the machine tools industry, 
he promoted the company along with his wife, mother and another 
woman. The responsibility of managing the company is on the 
entrepreneur who is the managing director of the company . 

( i ) Project Com missioning i 

While commissioning the project the entrepreneur was 
reportedly asked to pay bribe to the officials concerned with 
releasing the loan amount and the issue of raw materials 
licence. However, this charge was denied by the executives 
of the service and financial organizations. According to the 
entrepreneur, he realized the practical difficulties he would 
face by refusing to pay the bribe and so decided to pay the 
bribe and got the loan released. 

In the initial stages he had to put in a lot of effort. 
He was over-burdened and was handicapped by his lack of commer- 
cial and trade experience. 

When the entrepreneur set-out to produce, he gave due 
importance to the following factors; 

(a) to build up the reputation of the company by adhering 
to strict quality control ana, 

(b) to build up a committed and skilled labour force. 
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These two factors proved to be very useful and helped 
the unit , achieve good progress in the later years. 

( i i ) Role Performance i n the r Functi opal Areas ; 

(a) f ina ncial. Posit ion: 

At present the financial position of the unit is sound. 

The unit could start production in 1973-74 as planned, but 
incurred a financial loss of Rs. 50,000. This loss was 
carried over for next three years. However the production 
showed an increasing trend. It appears that the entrepreneur 
must have invested a lot of funds available from the increased 
volume of business, and preferred to show a balance sheet of 
financial loss. In the year 1977-78, the unit wiped out its 
previous financial losses and earned a profit of Rs. 2.00 lakhs. 

In 1978-79 it earned a profit of Rs. 2.40 lakhs. Thus the 
present financial position is very sound. It could also clear 
all of its loans. Thus has been mainly due to units progres- 
sive exp anding volume of business and increasing profit margin. 

The margin of profit* of this unit has ranged from 20 per cent 
to 40 per cent depending upon the nature and type of work 
executed whereas in 'sick' machine tool units the profit margin 
has ranged from 15 percent, to 25 percent only. Thus with a 

+ Profit margin varies due to the type of work that the units 
undertake. In Machine Tools Industry skilled and precision- 
work demands more time and quality control. Better products 
always gain the market. Hence it is possible to Increase the 
profit-margin for such products, in the Machine Tools Industry. 
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higher rate of internal return, the unit has been able to 
clear off its term-loan borrowed from KSFC. 

(b) Productions 

m 

The unit is working in full three shifts utilizing 
most of its installed capacity. Presently, the entrepreneur 
is working on the blue-prints for the expansion of his unit 
by adding more machines to cope with the increasing volume of 
business. Production function of the unit is smooth and well- 
planned. Hence the production delays and rejections are 
minimum, 

( c ) Acquisitio n__of R aw M ate rials : 

When the entrepreneur started production, due to his 
lack of commercial and trade experience he used to be taken 
advantage of by the local raw-material suppliers. After gain- 
ing some trade-experience he improved his performance in this 
respect. For the imported raw materials, the prices used to 
fluctuate widely. He made a trip to Germany to acquaint him- 
self with the latest developments there and arrived at a 
price agreement with German suppliers of the raw-materials for 
a period of 5 years. 

( d) Marketing ; 

The market for the products was developed with a lot of 
struggle and hardwork. The entrepreneur did experience 
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initial difficulties in trying to penetrate a competitive 
market. However, the fifty percent of the unit’s production 
used to be sold to a single customer only in the beginning. 
Later the customers for the unit’s products were diversified. 
It was pointed that in the machine Tools Industry , the 
capacity to do certain specialised jobs and precision work 
only brings the orders to a new unit, such job and work 
capability were developed in this unit through the handwork 
and investment policies of the entrepreneur. 

( e ) Labour Rel atio ns s 

The labour-force of this unit is constituted of skilled 
and committed workers. This has enabled the unit to maintain 
its production with high quality . The entrepreneur could 
develop a harmonious labour relationship because of his 
concerted efforts and informal behaviour with the workers 
since the beginning of the unit. He cited many instances of 
how he could win the confidence of the workers by his sympa- 
thetic attitude towards their problems. The labour force of 
the unit is better paid as compared v.'ith Paxwell and Regal 
units. The harmonious labour-relations are evidenced by a 
very low labour turn-over in the unit. The unit due to its 
planned growth over years it has, created employment oppor- 
tunities for 43 workers as against the projected figure of 17 
workers only in its original project report. 
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To sum up, the comparison of this unit with the sick 
units reveals the critical role of management in shaping the 
growth of a small scale unit. The performance of the entre- 
preneur stands apart from the performance of the sick units. 
The unit' s performance has been consistently good. It has 
achieved its projected figures of sales and the internal rate 
of return. In the initial stages the entrepreneur used to 
look after every function of the unit. When he realized that 
this would affect the management function of coordinating 
various activities, in the latter years he concentrated more 
on the overall coordination of the unit. During this period 
he once failed to pay a loan instalment due to KSFC. KSFC 
wrote him three to four reminders asking the entrepreneur 
to clear-off the outstanding instalments. Somehow, the 
entrepreneur neither could pay the instalments nor could he 
write any reply to KSFC as he was so much engrossed with the 
problems of the unit. Then KSFC thought that the entrepre- 
neur is taking KSFC for a ride and issued a legal notice 
without actually visiting the unit. The entrepreneur had 
to employ a lawyer and it took sometime to settle the matter. 
This act of KSFC created a serious problem for the morale of 
the entrepreneur. Since then, the entrepreneur is reluctant 
to approach KSFC for loans for further expansion of his unit. 
This drastic action of KSFC towards the entrepreneur is 
against the norms of role-performance of KSFC as a development 


bank 
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The important bright aspect cf the entrepreneur's 
success is to learn from his past mistakes and gain the 
necessary commercial and trade experience. He never committed 
the same mistakes. In contrast, the entrepreneurs of the 


sick units failed to learn anything out of their past mis- 
takes. In the first year of production when the entrepreneur 
received a lot of rejections of the products from the custo- 
mers, he searched carefully to find where his fault lies. At 
last he found that most of the rejections were due to faulty 
heat-treatment which he used to get done from some other 
unit. To overcome this difficulty he added a heat-treatment 
unit to the factory. Though it was a risky investment ini- 
tially, in the later years it has paid good dividends. This 
kind of calculated risk-taking is absent in the management 


roles of the entrepreneurs of the sick units. 

The unit's brief career history towardsits relatively 

profitable position may be represented as below; 

Effective development of marketing 
channels due to high quality control 
and precision jobs 


Project start up 
as per schedule 
(1973) 


Fig. 4.7; 


Lack of commercial 
and trade experience 

4f 

Large financial 
loss in 1973 s — 

Increasing pro- 
duction and sales 
(1974-77) 


Production 
capacity doubled, 
rising sales, 
good margin of 
profit 
( 1978 - 80 ) 


The brief career history of Sabeer Machine 
Tools (Pvt.) Ltd. 
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4.6.2 Mes srs , P recision Tools £ 

This is a healthy unit performing satisfactorily. The 
performance of the unit along the dimensions of production 
and profit is very impressive as seen in Table 4 . 6 . 


Table 4.6s Projected and Actual Figures of Production 
and Profit of M/3 Precision Tools, 


Year 

Production 

Profit 

(Rs. in lakhs) 

(Rs. in 

lakhs) 


Projected Actual 

Projected 

Actual 

1973-74 

1.50 

1.21 

0.30 

0.18311 

1974-75 

3.00 

2.50 

0.60 

0.35868 

1975-76 

4.00 

3.21 

0.85 

0.55471 

1976-77 

4.50 

4.6 

1.25 

1.00 

1977-78 

5.00 

5.5 

1.50 

1.3041 

1978-79 

5.50 

5.5 

1.50 

1.3562 


The entrepreneur of this unit prepared the project 
report himself, after a proper market survey. He also estab- 
lished a prior marketing arrangement with an established 
marketing firm. This provided a sustained support for the 
unit ! s production, function in the early stages and enabled 
it to acquire an edge over other machine tool units of our 
study. 
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From the very beginning the entrepreneur adopted a 
systematic pattern to develop the unit. The unit was provided 
with technical expertise and an efficient staff. Management 
functions were well defined and coordinated rigorously. The 
entrepreneur ' s work experience in the Machine Tools industry 
in USA and Canada proved quite helpful in both the technical 
and managerial aspects of the unit's operations. 

The unit’s performance has been consistently good. 
Production is carried on in full three shifts. The entrepre- 
neur has big plans to expand the unit. New products and 
marketing channels have been identified and further ground- 
work is in progress. 

From the beginning the entrepreneur attempted to build 
up the image of the unit in the market for the precision and 
quality of its products and timely schedule of their delive- 
ries to customers. 

(i) Pr o i e ct C om mi s si onin g ; 

Like the entrepreneur of Sabeer Machine Tools, this 
entrepreneur too faced problems during the commissioning of 
the project. But this entrepreneur solved those problems 
pragmatically. The unit has maintained a smooth and harmonious 
relationship with other social actors in its environment. This 
was due to the entreneur's frequent visits to the marketing 
agencies. His informal approach succeeded in gaining the 



116 


goodwill of the customers. Timely payments of loan instal- 
ments strengthened the trust in him hy the financial institu- 
tions. Hosting of parties to the customers and the officials 
enabled the entrepreneur to build up good relations with the 
customers and official agencies. 

(ii) R ole Perf orman ce in the Functional Areas ? 

(a) Financial Positi on: 

In contrast to the sick units? this unit has a sound 
financial position. We do not find here in this unit the 
utilization of working capital for other purposes. The unit 
achieved a profit of Rs. 18311 in the very first year of 
1973-74 and has continued to earn profit progressively. This 
unit's profit margin ranges from 25 percent to 40 percent. The 
increasing v/orking capital requirements are met by the units 
bank without much difficulty as the cr edit-worthines s of the 
unit is high. The unit maintains proper accounting system to 
keep track of its receipts? payments and cash-flows. In con- 
trast? the sick units showed poor maintenance of their accounts. 

(b) Pr o duction : 

Production is carried out in full three shifts utilizing 
most of the available production capacity. The quality of the 
products is ensured by strict quality control. Production 
delays are avoided by systematic planning of production to 
keep up the delivery schedule. 
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( c ) Acquisition of R aw j'la te rials j 

The unit is getting some portion of its raw-material 
requirements from the quota sanctioned to him. However, the 
supply is at times not only erratic but also inadequate and 
the unit has been forced to make alternative arrangements. 

(d) Marketing t 

Apart from the prior marketing tie-up with an established 
marketing agency, the unit has also developed its own marketing 
channels for its products, A sales engineer is incharge of 
the marketing function. The entrepreneur takes keen interest 
in marketing development. The entrepreneur keeps himself well- 
informed about the market position and trends. Its sales 
figures have been consistently rising in conformity with rising 
production and profit. 

( e ) Labour Relation s; 

The labour-force of the unit is skilled and well-paid. 
There is very low labour- turnover. Good labour relations are 
maintained by the entrepreneur by his informal and friendly 
approach to his workers. 

The projected level of employment in the unit's project 
report envisaged a work-force of 15 persons. On account of the 
unit's continuing growth and development the current strength 
of the units work-force stands at 38 i. e. , more than twice its 
projected level of employment. 
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To sum-up, the overall functioning and role perfor- 
mance of the unit is quite satisfactory. The unit’s relation- 
ships with its customers , hanks and other social actors in 
its environment are harmonious . However, the entrepreneur is 
not very happy about the quality of the services rendered by 
KSFC and other service organizations. To illustrate this, 
he cited an example of the inordinate delay on the part of 
KSFC in responding to one of his important communications. 

The unit 's brief career history towards its relatively 
sound financial position may be represented as below; 


Project start up 
as per schedule 
(1973) 



Assured marketing 
channel from the 
beginning 

I 

* 

Profitable operations, 
building up of unit’ s 
image for precision, 
quality and timely 
delivery of its pro- 
ducts 

(1973-75) 




Development of 

alternative 

markets 

l 

i 

+ 

Profitable operations 
with increasing pro- 
duction and sales 
( 1976 - 80 ) 


♦ 


Healthy and 
growing 
( 1980 ) 


Fig. 4.8: The brief career history of M/S Precision 
Tools. 
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4.7 Con clusi on? 

We have in this chapter seen how the eight small units 
have shown very dissimilar performances over the years. The 
role performance analysis was undertaken according to the 
norms of role performance of the small industrial units. These 
norms of role performance emanate from and are based on the 
functional areas of performance of the industrial systems. 

The norms of role performance accordingly are increasing, 
production, sales, profits, acquisition of raw materials, 
maintenance of harmonious labour relations and normal rela- 
tions with environmental entities. The healthy units role 
performance analysis has shown that their role performance 
was by and large according to the foregoing norms of role per- 
formance, The sick unit's role performance analysis on the 
other hand has shown that their role performance was at wide 
variance with the above norms of their role performance. Further 
the analysis of the healthy and the sick units have brought out 
clearly the various causal factors (some of which are specific 
to each unit) underlying their differential role performance. 

The causal factors identified mainly are of two categories 
the internal and the external. They have been outlined contex- 
tually in the discussions of the individual units. 

The role performance analysis of the healthy and the 
sick units thence enables us to draw certain inferences 
based on their comparative analysis. 
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In the next chapter, we undertake a comparative analy- 
sis of the role performances of the healthy and the sick 
units. This analysis is based on the themes of inferences 
indicated in the research design of our study . 



CHAPTER V 


A COMPARATIVE ANALYSIS OF THE ROLE PERFORMANCE OF 
THE HEALTHY AND SICK UNITS 

In the preceding chapter we discussed and analysed 
the role performance of the 'sick 1 and 'healthy' units from 
electronics and machine tools industry . In this chapter we 
undertake a comparative analysis of their role performance 
in terms of the themes of inference of our research design. 

As per our research design, our themes of inference require 
a three way comparison of the 'sick' and 'healthy' units. For 
this purpose, we attempt to identify the common factors within 
the 'sick' and 'healthy' units among themselves according to 
the Mill’s Method of Agreement. We then further identify the 
differentiating factors between the 'healthy’ and 'sick' units 
according to the Mill's Method of Difference. 

5.1 A Comparison of the Sick Units from Electronics and 
Machine Tools Industry ; ’ ~~ 

The sick units as identified earlier are: 

1. Surya Electronics Laboratory 

2. Techno Electronic Instruments 

3. Regal Engineering Industry 

4. Paxwell Tools and Engineering Enterprises 
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All the four* sick' units are characterized by varying 
degrees of role performance failures. Based on the portrayal 
of their role performance in the last two chapters, the dimen- 
sions of role failure of the 1 sick* units may be stated as 
belov/s 

(i) Delayed commissioning and start up of the project 

(ii) Lack of cohesion in the ownership structure 

(iii) Inability to carryout the production at an economic 
level i.e., production function failure 

(iv) Inability to pay adequate wages to their workers and 
maintain good labour relations i.e., labour relations 
failure 

(v) Inability to sustain and increase sales volume i.e., 
marketing failure 

(vi) Inabilit}' to repay the loan instalments to the finan- 
cial institutions i.e., failure of financial credibility 

( vii) Failure to achieve harmonious role relations with the 
social entities in their environment 

(viii) Failure to achieve the intended social objectives of 
wealth and employment generation. 

Instead of being the net creators of internal economic 
surplus, the ’sick' units have become net consumers of economic 
resources i.e., they have consumed their capital assets to 
varying degrees. These dimensions of their role performance 
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in their environment i.e. , Karnataka State Financial Corpora- 
tion, Electronics Commission and Hindustan Machine Tools. 

This dimension of the unit 's role failure hence emerges as 
involuntary . 

(ii) Lack of Cohesion in the Ownership Structure : 

Many studies have brought out the bearing of the cons- 
titution of a firm on its performance. In our study out of 
the four sick units except for Surya Electronics Laboratory, 
all the remaining three are partnership firms. The unit 
Techno Electronic Instruments displayed a dismal performance 
after a promising beginning. Its performance deterioration 
is traceable to the dissensions amongst its partners. However, 
the two other partnership units Regal Engineering Industry and 
Paxwell Tools and Engineering Enterprises did not face the 
problem of dissensions amongst their partners . In the case of 
the unit Regal Engineering Industry , the partners are family 
members, while in the unit Paxwell Tools and Engineering 
Enterprises of the two partners, one is a sleeping partner. 

This dimension of role failure though voluntary is not 
a common one. It emerges as an Individual characteristic of a 
specific unit only. 

(iii) Production Function Failure ; 

All the four units are characterized by production 
function failure i.e., their failure to carry out the production 
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function at an economic level* Due to their continued low 
utilization of their installed capacities, the four sick 
units are faced with the problem of increasing overhead 
and fixed production costs. The increased production costs 
dilute their capacity to compete with the ether units. This 
has resulted in their loss of market share. Though the units, 
Surya Electronics Laboratory and Regal Engineering Industry 
want to increase their production level they are not in a 
position to do so because of their working capital constraints. 

Another aspect of the production f uncti on failure is 
the lack of proper production supervision. Poor production 
supervision, poor manufacturing skills and raw materials 
defects have resulted in the poor quality of production as 
indicated by the relatively high percentage of rejections 
by the customers. This has also contributed to high pro- 
duction cost besides loss of customer loyalty . 

This dimension of role failure is a common and volun- 
tary one. 

( i v ) Labour Relations Failure : 

Regal Engineering Industry, and Paxwell Tools and 
Engineering Enterprises, that is both the sick units from 
machine tools industry were seriously affected by disturbed 
labour relations. They faced the problem of labour absenteeism 
and high labour turnover. This situation developed due to the 
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differences over wages and the unit's failure to develop 
good labour relations from the beginning. Techno Electronic 
Instruments also faced the problem of labour turnover. It 
could not retain the services of its skilled workers due to 
its poor financial position. The Surya Electronics Laboratory 
did not face any apparent problem of disturbed labour rela- 
tions. However, due to the omits shrinking volume of pro- 
duction, its workforce also declined in a corresponding 
manner. 

This dimension of role failure though involuntary and 
common to all the sick units is seen to be a c ons e quent i a 1 
rather than a causal factor. The weakening financial position 
of the sick firms reduced their capability to pay timely and 
remunerative wages to their workers. This resulted in the 
problem of high labour turnover and the inability of the sick 
units to attract and retain competent and skilled workers . 

(v) Marketing Function Failure ; 

All the sick units except Techno Electronic Instrument 
started production without making any prior marketing arrange- 
ments. Neither could they manage to develop and stabilize 
whatever market share they could get. Lack of experienced 
sales personnel and access to marketing channels also contri- 
buted to this situation. The environmental social entities, i. e. , 
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KSFC and KEONICS, however could have provided marketing 
assistance and mitigated the unit’s marketing failure. In 
the case of Surya Electronics Laboratory the failure of 
Karnataka State Electronics Development Corporation to provide 
marketing assistance to the unit was a serious set-back to 
the unit's efforts to regain its health. 

This dimension of the role performance failure of 
the units is largely voluntary . To have entered into pro- 
duction without establishing proper marketing channels for 
the sale of their products represents a serious lack of 
managerial acumen. 'The subsequent failure of the units to 
consolidate their market share worsened their market position. 
The failures of production and marketing functions are in fact 
seen to be closely coupled together as cause and consequence. 
Organizations like Karnataka State Financial Corporation and 
Karnataka State Electronics Development Corporation could 
have helped these units by providing marketing assistance to 
them. But such help was not forthcoming. The long delayed 
payments by the customers for the products supplied to them 
was another factor in weakening the unit's viability. 

(vi) Financial Credibility Failur es 

Due to the configuration of internal and external 
factors discussed in the last two chapters, the sick units 
gradually lost their credibility with their customers, financial 
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institutions and suppliers. Once the units failed to keep 
up the payments of their loan instalments, the attitude of 
the financial institutions became stiff, thereby aggravating 
their problem of securing financial accommodation from these 
bodies. The weak financial position of the unit disrupted 
their delivery schedules to the customers thereby eroding 
their credibility with their customers. Similarly the failure 
to pay their suppliers in time led to the units' loss of 
credit rating as purchasers thereby making it more difficult 
for them to obtain the needed producti on inputs economically. 

This dimension of the unit’ s role failure is a conse- 
quence of their production and marketing functi ons failures. 

It also underlies their failure to achieve harmonious role 
relations with the financial organizations like KSFE and banks. 

(vii) Failure to Achieve Harmonious Role Relations with the 

Environmental Entities : ~ 

The sick units encountered many problems when they 
sought help and assistance from the service and financial 
organizations . They experienced inordinate delays, apathy 
and denial of help from the service and financial organizations. 
Such a situation resulted in a further worsening of their role 
performance, in different functional areas. In some cases the 
sickness developed mainly due to the role failure of the 
envi r onmental social entities. We have already shown in 
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Chapter IV how the environmental social actors failed to 
come up to the expectations of the entrepreneurs of the 
sick units. The investigator took a lot of pain in eliciting 
information from the entrepreneurs of the sick units. They 
were very demoralised and reluctant to give information on 
the ground that the present stud}' would be of no use to them. 

Many entrepreneurs were desperate and repented for having 
started their units at all. 

( viii ) Failure to Achieve the Intend ed Social Objectives of 
Wealth and Employment Generatio n: 

Differential dimensions of their role failures has led 
the sick units to a situation of non-fulfilment of their intended 
social objectives like providing projected employment opportu- 
nities, triggering off other productive economic activities 
and making an overall contribution to the larger economic 
system. One of the most important social objectives behind 
the promotion of small scale units by the government is, for 
their large potential for employment generation. When a unit 
is assisted by the government bodies, it is estimated that 
the unit would reach its projected levels of employment soon 
after the project commissioning of the unit. A further 
expectation in this context is that the unit concerned would 

be able to generate the additional employment opportunities 

! 

as it moves toward growth and development. 
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In the case of the sick units studied by us, the 
objective is far from being realized. These units have 
failed to reach their projected levels of employment. The 
size of present strengths of their work force is well below 
their projected levels of employment as envisaged originally. 

The following table brings out this aspect clearly. 

Table 5.1s Actual and Projected Levels of Employment 
in the sick units. 

Projected level”’™’~KctuaT "level 
Unit of employment of employment 

numbers of workers (1978-79) 




and 

staff 

numbers 

of 





v/orkers 

staff 

and 

(i) 

Surya Electronic Lab. 

17 

10 


(ii) 

Techno Electronic 
Instruments 


20 

12 


(iii) Regal Engineering 

Industry 

16 

14 


(iv) 

Paxwell Tools and 
Enterprises 

Engineering 

20 

15 



As a matter the projected levels cf employment repre- 
sented a minimum base line. Employment levels were expected 
to increase after the stabilization of the unit's production 
and sales. This aspect is clearly demonstrated in the case of 
the healthy units as seen in table 5.3 later. Such a state 
of affairs represents a serious dimension of role failure 
on the part of the sick units. It attests the failure of 
the sick units to meet their social responsibility. 
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In addition to the foregoing dimensions of role fai- 
lures, the following two causal factors of the sick units 
may also be noted. 

(i) Weak Organizational Base s 

All the sick units are characterized by a weak organi- 
zational base. Lack of proper personnel to deal with the 
different functional areas of organization has affected per- 
formance of the sick units. Unless their organizational base 
is strengthened, the sick units cannot improve their per- 
formance. The entrepreneurs of the sick units are however 
reluctant to strengthen the staff because of their financial 
and market constraints. Thus the sick units are seen to be 
caught in a vicious circle of weak organizational base and 
poor financial position. 

(ii) Absence of Professional Consultation s : 

In all the four sick units the entrepreneurs of attempted 
to solve their complex technical problems themselves without 
consulting the concerned professionals and experts. These 
ad hoc and paltry solutions to complex problems often served 
only to aggravate the problems further. Both the above aspects 
may be characterized together as internal management failure 
of the units. In the Table 5.2 we present the general features 
of all the sick units from electronic and machine tools 


industries. 



Table 5.2s An overall comparison of the role performance failures of the 
sick units. 
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The tabular comparison reveals considerable similarity 
in the role failure profiles of the sick units. However* most 
of the dimensions of role failure are consequential. They are 
the results of the progressively deteriorating situations of 
the unit's financial viability. The major causal factors 
underlining the units performance deterioration are specific 
to each unit. They include both the voluntary and involuntary 
aspects of the role performance failures. 

(1) The major causal factor underlying the role failure of 
Surya Electronics was involuntary . The project commi s si oning 
of this unit could not get underway due to the inordinate 
delays associated with its getting a supply of an imported 
item of raw material constituting a mere 10 percent of its 
raw material requirements. For a period of two years the 
unit could not begin its proper production and was financially 
crippled as a result of this situation. 

(2) Techno Electronic Instruments role failure was In a 
sense voluntary. This unit was headed for success from the 
very beginning because of its sound arrangements for produc- 
tions, quality control and assured marketing outlet. This 
unit however came to grief because of dissensions amongst its 
partners . The unit ' s work was paralysed as a consequence and 
it entered a spiralling course of decay and debilitation. 
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are, carried effectively due to the exclusive responsibilities 
and authority vested in the entrepreneur acting as the managing 
director. The managing director, is ably assisted by other 
directors of the company. 

( i ii ) M on-Failure of the Production Function s 

Even though the healthy units incurred financial losses 
for one or two years, their production never stopped or 
showed a declining trend. The health}^ units especially in 
the machine tools industry were able to utilize their installed 
capacit3^ to a fuller extent than the healthy units in electro- 
nics industry. The Sai Electronics Private Ltd. could not 
achieve higher level of production because of market cons- 
traints. The healthy units in comparison to the sick units 
were able to maintain low overhead costs due to scale of 
production, raw materials purchases, efficient utilization 
of men, machines and materials, better supervision and quality 
control. This helped them to compete successfully in the 
market. Thus effective and efficient performance of the pro- 
duction function enabled the healthy units to expand their 
market share and establish a reputation for their products. 

The healthy units by avoiding delays in project start-up. 
succeeded in starting their production activity as per the 
schedule. The strong marketing arrangements made beforehand 
enabled them to sustain and increase their production activity. 
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( iv) Effective Management of Labour Relations ; 

Harmonious labour relations are the common characteris- 
tics of all the healthy units. Their labour turnover is very 
low. The degree of absenteeism amongst the workers is minimal. 
The healthy units maintain a batch of competent, committed and 
skilled workers whom they have recruited, trained and retained 
from the beginning. This has been made possible due to the 
concerted efforts of the entrepreneurs to build up their work 
forces by paying the workers good wages and maintaining 
cordial relations with them. The effective management of 
labour relations has resulted in undisrupted production, low 
rejections, and high production quality. 

(v) Effective Marketing Function s 

Except Sabeer Machine Tools all the remaining three 
healthy units started thefl production with prior marketing 
arrangements. This reduced their initial hardships of find- 
ing marketing channels. The Sabeer Machine Tools (Pvt.) Ltd. 
though faced some initial problems in the marketing of its 
products gradually developed a good market base due to the 
quality of its products and concerted efforts. The market- 
ing function in all the healthy unfits is looked 
after by separate sales and service personnel. 
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( vi) Maintenance of Financial Credibility ; 

The satisfactory performance of the healthy units 
enabled them to maintain their credibiliti^ with their finan- 
cial institutions, customers and other environmental social 
actors. By effective maintenance of their production function 
the healthy units could achieve low overhead costs, high 
production quality and timely deliveries of products to 
customers. This resulted in a higher profit margin and led 
the healthy units to a sound financial base. However, within 
the healthy units themselves, the electronics units could not 
achieve as high a profit margin as those of the healthy units 
in the machine tool industry. Their sound financial position 
helped the healthy units to reinforce their credibility with 
the social actors in their environment and they could get 
their production inputs without much delays and difficulties. 

The healthy units have been making payments of their loan 
instalments as per payment schedule. Sabeer Machine Tools 
(Pvt.) Ltd. due to its sound financial base has been able to 
clear all its outstanding term loan to Karnataka State Financial 
Corporation. 

( vii) Maintenance of Working Relations with Other Social 

Entities in their Environment ; 

The healthy units maintained good working relations 
with their environmental entities. The entrepreneurs of the 

« 
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healthy units often visited their customers, suppliers, 
financial and service organizations to keep up good relations. 
The entrepreneur of Sabeer Machine Tools even made a trip 
abroad to negotiate raw materials supply and price agreement. 
However, the help rendered by the service and financial 
organizations were not satisfactory according to the entre- 
preneurs of the healthy units. Had the required help been 
provided the growth of the healthy unite would have been 
faster. 

( vi ii ) Fulfilment of the Social Obje c tives of S u rplus and 
Employment Generation T" ' 

The successful performance of the healthy units in 
their functional areas has led them to a situation of fulfil- 
ment of their social objectives like generating projected 
volume of employment opportunities, triggering off other 
productive economic activities and making an overall contri- 
bution to the larger economic system. 

In the case of healthy units, we see that they have 
been able to fulfil their social objective of employment 
generation. Not only did they reach their projected levels 
of employment as envisaged but also have succeeded inbreating 
additional employment opportunities as a result of their 
further growth and development. 

The following table brings out this aspect clearly. 
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Table 5. 3s Actual and. Projected Levels of Employment 
in the Healthy Units. 


Unit 

Projected level 
of Employment 
(No. of workers 
and staff) 

Actual level of 
Employment (1978-79) 
(No. of workers and 
staff) 

(i) Sai Electronics 




(Pvt.) Ltd. 


20 

25 

(ii) Electronic Equipment 
(Pvt.) Ltd. 

20 

41 

(iii)Sabeer Machine 
( Pvt . ) Ltd . 

Tools 

17 

43 

(iv) M/S Precision Tools 

15 

38 


Such a state of affairs represent an important 
dimension of successful role performance on the part of the 
healthy units. It attests to the successful performance of 
the healthy unit to meet their social responsibility. 

In addition to the foregoing dimensions of successful 
role performance, the following internal factors of the 
healthy units may also be noted. 

( i ) Ad equate and Efficient Organizational Ba se: 

All the healthy units except Sai Electronics (Pvt.) 

Ltd. are staffed with adequate and efficient personnel. The 
sound personnel base has helped the healthy units to carry out 
their activities in their functional areas smoothly. The 
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office management, maintenance of records, accounts, and 
correspondence are carried out in a satisfactory manner. 

( i i ) A dequate Pr ofessional Consulta tions t 

Whenever the entrepreneurs of the healthy units faced 
some major technical problems they consulted the experts and 
professionals for advice. This enabled them to solve their 
various technical and managerial problem in an effective 
manner. 

In Table 5.4 we have presented synoptically the general 
features of the healthy units from machine tools and Electronics 
industries. The tabular comparison reveals considerable simi- 
larity in the role performance profiles of the healthy units. 

The major causal factors underlying the successful role perfor- 
mance include both internal and external factors. The project’ s 
commissioning of healthy units was according to schedule. 

Hence there was no finaicial pressure due to project delays. Though 
in the initial years they incurred small financial losses, their 
production never dwindled. It continued to show an increasing 
trend because of their sound marketing arrangements. Thus they 
managed to avoid many initial problems. The internal manage- 
ment of the healthy units was comparatively effective and 
efficient. It steered the unit's performance toward financial 
viability . 
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Alter analyzing the comparative role performance of 
the healtlty units, we now turn to the comparison of healthy 
and sick units to arrive at factors of differentiation 
between the two sets of healthy and sick units from electronic 
and machine tools industries. 


5 . 3 A Compari so n of the Healthy and the Sick Unit s.; 

The comparison of healthy and sick units amongst 
themselves was based on the Mill’s Method of Agreement. The 
sick units were seen to share a set of characteristics asso- 
ciated with their sick status. The major causal factors 
underlying the units sickness were however specific to each 
unit. The healthy units were also similarly seen to share a 
set of characteristics. The major causal factors -underlying 
their health were their well- conceived marketing and produc- 
tion functions. In what follows we attempt an overall compa- 
rison of the healthy and the sick units based on the Mill’s 
Method of Difference. 


Units j 


Though all the eight industrial units shared similar 
organizational characteristics and their respective entrepre- 
neurs also showed certain basic entrepreneurial attributes. The 
performance of the units has diverged widely. This divergence 
has been due to a number of internal and external factors 
specific to each unit. 
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Unless external assistance in the form of the provi- 
sion for additional funds, financial accommodation, marketing 
assistance, writing off the penal and accumulated interests 
are made available to these units, the}'' would continue to be 
sick and may end up as closed. 

In contrast to the sick units, the healthy units were 
not adversely affected by such external factors. Their project s 
commissioning was according to schedule. Though in the initial 
years, the healthy units incurred small financial losses, 
their production never decreased. It continued to show an 
increasing trend. The reasons related to their small financial 
losses were due to their initial lack of trade and commercial 
experience. But their sound marketing arrangements finalized 
in advance of their commencement of production helped the 
healthy units to maintain their production activity and over- 
come their initial problems. The sick units on the other hand 
were materially affected due to the uncertainties of their 
market position. The internal management of the health}' - units 
was comparatively effective and efficient than those of the 
sick units. However, the entrepreneurs of both the sick and 
healthy units experienced similar kinds of official attitudes 
and treatment. 

Effective role performance of the social entities in 
the environment of the sick units could have potentially 
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prevented the role performance of the sick enterprises from 
worsening and thus their sickness could have been averted. 

In the case of the healthy units the helpful and positive role 
of the social entities in their environment could have improved 
their performance further. The healthy units could have 
become healthier and achieved a faster rate of growth. 



The sociological nature of the problem of sickness of 
small industrial units hence emerges as one of the interaction 
between the external and internal factors in the affected 
enterprises. These external and internal factors are seen to 
be the concomitant aspects of the role failures of the environ- 
mental social entities and the sick units. The role failures 
of the social actors involved in the problem have been aggra- 
vated instead of preventing it partly or wholly by their patterned 
role interaction. The role failure of the sick units could have 
been mitigated and prevented if the 'environmental social actors 
had not created the conditions of inordinate delays in the 
beginning or helped them later when these units needed their 
help to overcome their sickness. 

In the next chapter we examine the role failure of these 
social actors in the environment of the industrial units. 



CHAPTER ¥1 


ANALYSIS OF THE ROLE FAILURE OF THE SERVICE AND 
FINANCIAL ORGANIZATIONS 


Small scale units as social entities engage in role 
interaction with other social actors i.e., organizations in 
their environment. The foremost amongst them are the govern- 
mental service and financial organizations. These organiza- 
tions are meant to provide help, advice and resources to the 
small scale units in terms of money, information, raw materials, 
technical know-how and marketing assistance. The norm of role 
performance of the officially established service and financial 
organizations is then to promote and sustain the growth of 
small scale units for fulfilling the socio-economic objectives 
of the national development. 

The health or the sickness of the small scale units is 
hence to a great extent also dependent on the adequacy of 
role performance of these social entities operating in the 
environment of the small units. 

This chapter outlines the nature of and the reasons for 
the role failures of the service and financial organizations and 
how such a role failure on their part has engendered sickness 
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in the small units on the one hand and retarded their growth 
on the other. 

Since 1950 there has been a continuing effort on the 
part of the central and state governments to promote the 
growth of small scale industry. As a basic part of this effort 
a number of organizations have been set-up for the promotion 
of small industry.* 

* The formal organizations for assisting the small scale 
industrjf at the national level are seen to fall under 
the categories as follows'; 

(1) Central Government assisted organizations? 

(i) Small Scale Industries Board 

(ii) Central Small Industries Organization (CSIO) 

(a) Development Commissioner Small Scale 
Industries (DCSSI) 

(b) Small Industries Service Institute (SISI) 

(iii) Commissioner for Industrial Cooperatives (CIC) 

(iv) Rural Industries Planning Committee (RIPC) 

(2) Autonomous Institutions? 

(i) National Small Industries Corporation (NSIC) 

(ii) The Credit Guarantee Corporation (CGCI) 

(5) Private Associations? 

(i) Federation of Association of Small Industries 
(FASSI) 

(ii) National Alliance of Young Entrepreneurs 
(NAYE) 
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6 • 1 The Environment of the Small Scale Units : 

To promote small scale industry in Karnataka, the State 
Government has also created a set of organizations. Besides 
these organizations, many autonomous organizations and 
private associations also provide various types of assistance 
to small scale units in Karnataka. 

The formal organizations created for the promotion of 
small scale industry in Karnataka are listed as below. 

(a) The State Government Assisted organizations; 

(i) State Small Scale Industries Board. 

(ii) Directorate of Industries and Commerce* 

(iii) District Industries Centres. 

(b) Autonomous Organizations? 

(i) Technical Consultancy Service Organization (TECSOK) 

(ii) Karnataka Industrial Areas Development Board (KIADB) 

(iii) Karnataka State Financial Corporation Ltd. (KSFC) 

(iv) Karnataka State Industrial Investment and Develop- 
ment Corporation Ltd. (KSIIDC) 

(v) Karnataka Small Industries Development Corporation 
Ltd. (KSIDC) 

(vi) Karnataka State Electronics Development Corporation 
Ltd. (KEONICS) 

(vii) Karnataka Industrial Co-operative Bank Ltd. (KICB) 
(viii)Mysore Sales International Ltd, (MSIL) 

(ix) All Nationalized Banks 
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(c) Private Associations ; 

(i) Karnataka Snail Scales Industries Association 
(KSSIA) 

(ii) Karnataka Small Industries Revival Association 
(KSSIRA) 

Fig. 6.1 gives a synoptic representation of the role 

! 

of the above formal organizations for the promotion of small 
scale industries in Karnataka. 

Of the various official organizations, those concerned 
with the small units studied in the present work are as 
follows; 

(i) Karnataka State Financial Corporation Ltd. (KSFC) 

(ii) Karnataka State Electronics Development Corporation 
Ltd. (KEONICS) 

(iii) Karnataka Industrial Cooperative Bank Ltd. (KICB)and 

(iv) State Bank of India 

In what follows we first briefly outline the reciprocity 
of role expectations between the assisted units and the concern- 
ed government organizations and later discuss the role failures 
of these organizations one by one. 

6 . 2 Reciprocity of Role Expectations i 

Our discussion of the role failure of the service and 
financial organizations is primarily concerned with the above 
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four organizations. The role ox some other organizations 
like, Electronics Commission, New Delhi , Small Scale Industries 
Service Institute, Technical Consultancy Service Organizations 
have also been briefly discussed as and when required in our 
analysis. The role relationships between the small scale 
units and the service and financial organizations may be 
on the basis of their respective reciprocity of role expecta- 
tions. The role expectations of service and financial organi- 
zations from the assisted industrial units may be stated as 
follows s 

(i) Timely repayment of loan instalments. 

(ii) Compliance with the prescribed rules and formalities 

(iii) To maintain close liaison by furnishing periodic infor- 
mation regarding the units’ performance and problems 

(iv) Timely perception and appreciation by the entrepreneurs 
of their units' problems 

(v) Timely approach for help based on compliance with the 
formal rules 

The industrial units also expect the service and finan- 
cial organizations to perform their roles effectively in terms 
of their perception i.e., the role expectations on the part 
of the units. The role expectations of the industrial units 
from the service and financial organizations may be stated as 


belows 
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units during the period of the loan repayment. As per our 
observations most units do not comply with these requirements. 
KSFC has also shown leniency in this regard. Periodic progress 
reports enable KSFC to know 7 about the performance of the 
assisted units when they are in the red. We have pointed out 
in Chapter III and IV as to how r the problem of sickness 
emerged in some of the units. We have also tried to show how 
these problems could have been mitigated if KSFC had played 
its helping role in a timely and effective manner. KSFC 
maintains a sick unit cell to deal with the sick units. 

Sick Unit Cell ; 

This section of KSFC was created recently (1978) to 
look into the problems of sick units and to assist them. The 
officer incharge of this cell informed the investigator that a 
clear-cut policy and programme was yet to be formulated to 
deal with the problem of sick units. The sick unit cell is 
supposed to keep a close liaison with the state level committee 
for the reliabilitation of sick and closed units in Karnataka. 
Joint Director of the Dept, of Industries and Commerce is the 
convener of the state level committee. The other members of 
the committee are the representatives of Small Industries 
Service Institute, KSFC, Commercial Banks and Technical Consul- 
tancy Service Organization. 
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The entrepreneurs of the sick units in order to seek 
help are required to approach this committee with all the 
relevent details filled in a proforma. KSFC also sends the 
list of sick units to this committee. -The committee then 
forwards the proformas of the sick units to SISI for indepth 
studies and recommendations for their survival. This has 
however become a very time consuming process. SISI especially 
takes a long time to prepare its recommendation reports. For 
example, 

(a) In one case KSFC forwarded a sick units case to 
SISI on Sept, 1977. KSFC received the report from 
SISI as late as on July, 1979, and in 3 ^et another 
case, 

(b) KSFC forwarded a sick unit's case to SISI on 23rd 
March, 1979. KSFC received the report as late as 
on 24th January 1980 

In the first case the entrepreneur was so much fed-up 
with the delay that he did not turn up to KSFC when the unit's 
report for rehabilitation was ready. This aspect of the KSFC's 
role failure has been engendered by the role failure of another 
social entity, i.e., SISI and is not due to its own volition. 


1. Personal inquiry notes. 
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Another dimension of role failure of KSFC is the 
inordinate delay in correspondence with the assisted small 
scale units. To illustrate this we may cite two examples 
as follows; 

(i) M/S Precision Tools wrote a letter to KSFC seeking 
its permission to replace on existing lathe with a high capa- 
city lathe. KSFC took nearly five months to grant the per- 
mission to the unit to replace the lathe which was a simple 
matter. 

(ii) In the case of Regal Engineering Industry the unit 
needed some additional working capital. Karnataka State Indus- 
trial Cooperative Bank Ltd. was ready to offer the needed 
working capital to the unit. However, it demanded a no- 
objection letter from KSFC, since the machinery was pledged 
to KSFC. Due to KSFS’s inordinate delay in issuing a no- 
objection letter to the unit, the unit could not get the loan 
from KICB due to certain restrictions imposed on KICB by 
Reserve Bank of India in the mean while. 

Once the loan is sanctioned, the officials of KSFC 
think that their job is over. They worry only if the assisted 
units fail to repay their loan instalments. Without actually 
visiting the unit, and getting a first hand information about 
an unit’s existing situation, KSFC swings into action. This is 
a general view on KSFC by the entrepreneurs of our study. To 



illustrate this we cite the case of Sabeer Machine Tools. 

In the case of Sabeer Machine Tools, a hasty decision on the 
part of KSFC to issue a legal notice damaged the morale of 
the entrepreneur. The entrepreneur of Sabeer Machine Tools 
was very critical of this incident and does not want to 
approach KSFC again for the expansion of his unit because of 
his earlier bitter experience. 

The Chairman of Small Industries Revival Association 
(KSSIRA) in an interview with the investigator pointed out 
the lethargy and red-tapism in the functioning of KSFC. He 
also cited many examples to illustrate his evaluation. 

The entrepreneurs of the sick units of our study 
expressed the view that KSFC is unsympathetic towards under- 
standing their difficulties. KSFC was alleged to take hard 
and unrealistic attitude towards the sick and weak units which 
further aggravated the problems of the sick units. 

To this criticism the KSFC officials pointed out that 
they adopt special treatment towards sick and problematic 
units, when they are convinced about the genuineness of the 
problems faced by the units. They further pointed out the 
following concessions given by KSFC to the sick units: 

(l) the rescheduling of the interest on the principal 


amount 
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important. The corporation assists the entrepreneurs in 
setting up industries or diversity or modernize the existing 
ones through? 

(i) Term loans both in rupee and foreign currency, and 

(ii) Soft loans to meet a portion of the promoters,, contri- 
bution in small projects. 

KSFC as a development bank is expected to do something 
more than the mere provision of capital. Over the years a 
wider role has been envisaged for KSFC. 

For effective fulfilment of role obligations in a role 
relationship, the reciprocity of role expectations is very 
important. If the reciprocity of role expectations is lacking 
then it contributes to the malfunctioning of the role relation- 
ship and interaction between the social actors. It may lead 
to a series of cascading set of role failures in so far as the 
role failure of one social actor/ collectivity may be transmitted 
over a network of role relationships to other social actors/ 
collectivities . 

The units assisted by KSFC are expected to comply with 

certain obligatory requirements like providing half yearly and 

annual progress reports, and annual balance sheet etc.'*' These 

are meant to facilitate KSFC’s monitoring of the assisted 

1. Assistance to Industry ; Karnataka State Financial Corporation 
handbook provided 'along with the loan applications. 
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of the units more closely. This view is shared both by 
KSFC and the entrepreneurs. To meet this lacuna, some State 
Financial Corporations have started offering working capital 
loan along with the term loans. KSFC is also now providing 
working capital for the small units' projects. 

The reasons for the ineffective role performance of KSFC 
may be seen to be related to following aspects i 


(i) 


and Attitudes of the KSFC Officials 



The entrepreneurs of both the sick and healthy units 
of our study expressed the view that KSFC officials fail to 
understand and appreciate the difficulties faced by them. This 
is mainly due to the lack of proper training and orientation 
of the officials. To enable the officials to perform their 
duties more effectively, KSFC is deputing its various staff 
members for training in financial and management institutes. 
This is being done in a phased manner. 


(ii) Resource Limitations £ 


Many of the grievances of the sick units relate to the 
lessening of their financial burden by writing off the penal 
interest and a rescheduling of the principal loan, we have 
pointed out earlier in Chapter I, how KSFC cannot go on writing- 
off the interests of all defaulting units. However, KSFC 
officials agree that the deserving cases need to be looked 
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into and dealt with accordingly. KSFC has to operate within 
certain financial resources and norms for utilization of the 
same are governed by Reserve Bank of India, State Government 
and other financial bodies. 

( i ii ) Pe rsonnel Limitations ; 

Some aspects of role failure are related to the personnel 
base of KSFC. Many entrepreneurs pointed out that once the KSFC 
sanctions the loan, it never bothers to follow up the progress 
of the assisted unit. KSFC swings into action only when the 
unit fails to pay its instalments in time. Close liaison with 
the assisted units is hence crucial. To correct this deficiency 
KSFC has now taken steps to strengthen its personnel base by 
inducting more management graduates in its staff to look after 
specialized and professional functions. This will enable KSFC 
to deal with the problems and needs of small scale units more 
effectively and efficiently. However, this measure has to be 
taken in phases and within certain limits as resource cons- 
traints are also involved here. 

(iv) Other Constraints : 

The regulations and restrictions imposed by the govern- 
ing agencies like Reserve Bank of India, State Government and 
Industrial Finance Corporation etc. represent other important 
constraints on KSFC. Some of the problems of financial 
accommodation faced by the sick and defaulting units could 
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not be resolved by KSFC because of the constraints imposed on 
it by its governing organizations. Such constraints on KSFC 
should be modified through national level policy decisions 
so as to enable the lower echelon organizations such as KSFC 
to deal with the problem of sick and defaulting units with a 
certain degree of flexibility and in a timely manner. 


6.2.2 Role Failure of Karnataka State 


KEONICS was set up by the Government of Karnataka to 
promote a rapid growth of the electronics industry in the state. 
Today, Karnataka accounts for 35 percent of the country's 
production of electronics goods. The corporation is expected 
to meet the requirements of electronics units in Karnataka. 

The intended activities of the corporation include a wide 
range of services from preparation of project reports to 
marketing assistance. 

The role performance of KEONICS has not been satisfactory 
from the entrepreneurs' point of view. The case of Surya Electro- 
nics Laboratory described in Chapters III and IV provides some 
evidence in this regard. 

The entrepreneur of Surya Electronics Laboratory 
pointed out that the attitude of the Managing Director of 
KEONICS was not encouraging. The terms for extending marketing 
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(RBI) "to suspend all the loan applications In the meanwhile. 

They wrote to entrepreneur on 3rd December 1977 about their 
inability to give him the working capital loan. 

The whole matter was initiated on 26th August, 1976 by 
the unit requesting a loan from KICB and ended when KICB wrote 
a letter to the unit about its inability to sanction loan on 
3rd December 1977. Such delays are crippling for the small 
unit’s struggling for survival. 

In the present context it was very necessary for the 
unit to get the working capital. The inordinate delay caused 
by flimsy technical problems created by KSFC and KICB not 
only worsened the situation of the unit but also demoralised 
the entrepreneur. 

KICB officials threw the blame on KSFC for the delay 
in sanctioning the loan because KSFC delayed the issue of a 
no-objection .certificate for want of which the loans sanction- 
ing was held up. KSFC on the other hand accepted that there 
was delay in issuing the no-objection certificate . But It 
pointed out that the delay was caused by two factors; (l) the 
entrepreneur did not seek their prior permission as required 
and (2) that certain formalities had to be observed before 
issuing a no-objection certificate. 

However, the lack of sensitivity and responsiveness on 
the parts of KICB on KSFC aggravated the problem of sickness 
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in the case of Regal Engineering Industry unit. Its sickness 
could have been averted had it received the working capital 
loan for which it was eligible in time. 

6.2.4 Role Failure of the State Bank of India (SBI) ; 

State Bank of India as a pioneer banking organization 
having wide, expertise in financing small scale units is expected 
to play a major role in meeting the financial requirements of 
small scale units. The State Bank of India, Peenya indus- 
trial estate branch provided working capital to Surya Electro- 
nics Laboratory. The Bank failed to help the unit by not 
renewing its working capital loan. The reasons given by the 
managers were that as the unit was a defaulter, they demanded 
fresh surety. However despite these reasons, the manager was 
ready to consider the matter, but for the lack of initiative 
on the part of the entrepreneur to approach the bank for fur- 
ther consultation. The entrepreneur blamed the bank 1 s insenbi- 
tivity for not providing him with the needed working capital. 

In the case of Techno Electronic Instruments, State 
Bank of India, Malleswaram branch also failed to accommodate 
the financial requirements of the unit. In both the cases, 
the units sought help from the bank when they were passing 
through a critical financial condition. The timely response 
of the two branches of State Bank of India, would have helped 
Surya Electronics Laboratory and Techno Electronic Instruments 
to improve their performance and then regain their health. 
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6.3 


the Officials of Service and Financial Organizations ; 


The foregoing analysis of role failures of service 
and. financial organizations and. the role performance analysis 
of the industrial units in Chapters IV and V brought out the 
perceptual dissonance between them. The perceptual disjunctions 
between the entrepreneurs and the officials of service and 
financial organizations are the foremost indicators of the 
role failure of the industrial units and the service and 
financial organizations. The nature of these perceptual 
disjunctions as discussed in this and earlier chapters may be 
represented in the form of a Table as follows; 


The above Table 6.1 brings out the nature of perceptual 
dissonance between the two sets of social actors involved in 
a pattern of role interactions at an observational level. They 
bring out clearly the situation of role failures of the indus- 
trial units and the service and financial organizations 
viewed as an interacting social system. 

6.4 Causes and Consequences of Role Failures : 

Role failures of the service and financial organizations 
are seen to involve a combination of subjective and objective 
aspects. The subjective aspect is predominant in that, the entre- 
preneurs of all the units both healthy and sick perceive the 
functioning of these organizations established for helping them 



171 


as ineffective and deficient. The officials of these organi- 
zations are seen by the entrepreneurs as insensitive* rigid 
and unresponsive to the genuine needs of the units needing 
help. Thus one side in the role relationship between the 
units and the environmental social collectivities views the 
relationship as violative of the norms of role expectations. 

The objective aspects of the role failure refer to the 
overtly cognizable causal factors contributing to the non- 
effective performance of these organizations. They have been 
seen to be as follows s 

(i) Bureaucratic approach and out-look of the officials as 
distinct from a helpful attitude based on understanding and 
problem solving. 

(ii) Apparently excessive control of these organizations 
by their governing organs i.e., Reserve Bank of India, State 
Government etc. This aspect however could not be fully estab- 
lished by the writer. 

(iii) The limitations of finance* personnel and managerial 
skills faced by the helping organizations. 

(iv) Inefficient and archaic working procedures of these 
organizations contributing to the inordinate delays at various 
stages of their transactions with the assisted units and 

(v) A singular lack of coordination and orchestration 
amongst the activities of various service and financial 
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organizations leading to an all round decline in their role 
performance vis-a-vis the units meant to he assisted by them. 

Comments regarding bribery and corruption on the part 
of the officials of these public organizations were also 
heard by the writer. The writer was however not in a position 
to ascertain their veracity. 

The consequences of the role failures of these organi- 
zations have been serious. The number of defaulting units i.e., 
those unable to pay back their loan instalments in rising and 
the percentage of sick units in the state at present is more 
than 40 percent. Such a situation inturn has created serious 
financial problems for the public organizations themselves. A 
large volume of their financial resources is locked up in the 
sick units. The financial viability of the public organizations 
is now seriously threatened and they are themselves involved in 
the process of becoming sick . Their decreased financial via- 
bility has further constrained their ability to help the sick 
units. On the other hand, such a situation has also retarded 
the growth of the healthy units i.e., the latter do not 
receive the help they need toward their growth and expansion. 

The foregoing state of affairs can be characterized as 
a situation of cascading role failures. The role failure of 
public organizations to help the sick units aggravates 
the role failures of the latter. The inability of the sick 
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units then to recover and repay the resources borrowed by them 
to the public bodies curtails the resource base of these 
organizations thereby further diminishing their capability to 
help the increasing number of needy and sick units. The 
coordinative weakness of these public organizations further 
contribute to their role failures jointly and severally. The 
existing situation represents a self-maintaining social trap 
from which these organizations and the industrial units can 
extricate themselves only through implementation of a series 
of relevant policy measures. The nature of such policy mea- 
sures is identified in the next two chapters. 



CHAPTER VII 


POLICY ANALYSIS FOR THE PROBLEM OF SICKNESS IN SMALL 

SCALE INDUSTRY 

In this chapter we attempt to develop the policy mea- 
sures for dealing with the complex problem of industrial 
sickness in small scale industry. Our understanding of the 
problem for policy analysis is based on the deeper micro- 
level sociological investigation of the role failure of the 
small scale units and their environmental entities carried out 
in previous chapters. The sociological analysis of the problem 
in the foregoing chapters is sought to be utilized for the 
enunciation of the relevant policy measures in this context. 

The policy analysis is sought to extend in this chapter fur- 
ther by utilizing the theoretical constructs of the sociology 
of knowledge and social cybernetic analysis. We may thence be 
able to assess the convergence of the policy measures derived 
from three independent frame-works of analysis. What is a 
policy? A policy is a guiding premise for decision-making. 

It refers to a rule or set of rules for ensuring the consis- 
tency of decisions in the context of policy objectives. The 
policy makers in the present context are the Ministries of 
Industry of the Central and State Governments, Reserve 
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sick 13X111' s prospects of recovery and thence distinguish 
between the deserving and the hopeless cases in order to 
optimize the use of the agencies' resources. 

(4) Official agencies should also develop schemes and 
programmes of marketing assistance for helping the stagnating 
and sick units in their struggle for survival and growth. Such 
marketing assistance programmes may involve advice, information, 
contacts and marketing channels of which the needy units may 
take advantage. 

(5) Financing agencies should assume themselves about the 
proposed marketing arrangements of the new units before extend- 
ing them loans. A unit must have proper marketing • outlets 
before commencing its full-scale production. 

(6) Internal working methods and procedures of the agencies 
should be effectively improved to reduce the delays at every 
level. Correspondence from the entrepreneurs should be attended 
promptly and the necessary actions be taken in an appropriate 
and timely manner. 

(7) After having sanctioned a project, the official agencies 
as a rule should help the unit in various possible ways. They 
should assist the entrepreneur to avoid delays rather than 
becoming causal factors. 

(8) In a corresponding manner, the units should be enjoined 
to comply with the rules of the official agencies in their own 
interests. 
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(9) The units should be encouraged to approach the official 
agencies for help and advice concerning their problems and 
requirements . 

(10) The entrepreneurs should be able to convince the offi- 
cial agencies of their need for financial and other help as to 
how they can improve their performance through such help. This 
measure is however contingent on the effectiveness of the 
policy measures (9) and (3). The sick state of the units 
may be averted by the help, professional advice and timely 
help of the official agencies as and when the entrepreneurs 
approach them. 

These policy measures (l) to (10) are derived from the 
requirements of overcoming the sources of role performance 
failures. The implementation of these policy measures would 
undoubtedly require many microlevel component elements. We, 
however, cannot go into this question here. 

The role failure based policy analysis of the problem 
is now supplemented by the analysis within the framework of 
the Sociology of Knowledge. 


7.2 



According to sociology of knowledge, the perspectives 
of social actors in society are based on their social positions 
and thence on their social interests (Mannheim, 1939). 1 The 
1. Karl, Mannheim, op.cit . 
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term perspective' according to Mannheim stands for the sub- 
jective perceptions, outlook and world-view of a social actor. 
The relativism of knowledge engendered by the segmental pers- 
pectives of social actors may be overcome by a perspectival 
synthesis i.e., perspectivism. Such a synthesis , according to 
Mannheim, can only be performed by an intellectual who is in 
principle free from the bias of the segmental social interests, 
of social actors occupying diverse types of positions in the 
social structure. 

The application of the theoretical constructs, of the 
sociology of knowledge helps to elucidate the nature of social 
problems.* Social problems in terms of this framework may be 
viewed as the outcome of the conflicting perspectives of the 
social actors involved in the problem situations. These con- 
flicting perspectives in turn are based on the conflicting 
interests of the social actors. Hence a solution of the problem 
would in principle be possible if the conflicting interests of 
the social actors may be reconciled in terms of a synthesis 
of their respective perspectives. A social actor in the present 
context is a collectivity of roles sharing a common set of 
interests. These collectivities of social actors in the con- 
text of the small scale industry problems ares 

(1) The entrepreneurs of the assisted omits, 

(2) The financial and service orga nizations. 

* For an interesting application, see, S.K.Agarwal s Eh.D. 
dissertation, Op.cit., where the conflict of interests 
against the social actors in sugar industry is explored. 
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Their subjective perspectives are based on their res- 
pective interests. The problem of sick units may be viewed 
in terms of their conflicting perspectives which in turn denote 
the non-fulfilment of their respective interests. The pers- 
pectives of the two social actors were outlined in terms of 
their subjective perceptions in the Table 6.1 of the VI Chapter. 
Briefly, the social interests of the entrepreneurs of the sick 
units shaping their perspective may be listed as follows; 

(i) Official agencies should help them financially so that 
they overcome their problems of working capital shortage. 

(ii) Official agencies should be sensitive to their problems 
and help them in a timely manner. 

(iii) Official agencies should improve their working to avoid 
inordinate delays in their transactions with the units. Projects’ 
delays affect the units in a very serious manner. 

(iv) Personnel of the official agencies should be properly 
trained to assist and advise the units. 

(v) The work of the various official agencies should be 
properly coordinated with a view to help the units efficiently. 

Similarly, the perspective of the official agencies as 
a social actor is based on their following situational interest 
i.e., their defence and justification of their performance; 

(1) The official agencies suffer from the limitations of 
resources and personnel. 
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(2) They are bound by the directives of the ministries and 
Reserve Bank of India. 

(3) The entrepreneurs do not comply with the rules and 
blame the agencies for delays. 

(4) The entrepreneurs are often sincere. They want to take 
advantages of the provision of financial help to which they 
may not be genuinely entitled. 

(5) The entrepreneurs of the units are themselves to be 
blamed for their difficulties. They do not seek the agencies' 
help and advice in time. 

As a matter of fact these conflicting perspectives and 
interests are more in the nature of symptoms of the problem 
rather than a reflection of a basic conflict of interests. The 
basic interests of both the social actors are mutually suppor- 
tive in the context of the promotion and growth of small scale 
industry. Hence the indicated policy measures may be derived 
from the requirements of reconciling the perceptual disjunctions 
of the two actors. The indicated policy measures would thence 
be those that reconcile i.e., meet the interests of both the 
actors as perceived by them respectively. 

The policy measures derived earlier from the role failure 
point of view may be seen to do so in a logically correlated 
manner. This may be demonstrated as follows : 
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Policy Measures 


Measure 

(1) 

Measure 

(2) 

Measure 

(3) 

Measure 

(4) 

Measure 

(5) 

Measure 

(6) 

Measure 

(7) 

Measure 

(8) 

Measure 

(9) 

Measure 

(10) 


Interests o f the social actors 

Interests (i) and (ii) of the official 
agencies 

Interest (v) of the entrepreneurs 
Interest (iv) of the entrepreneurs 
and interest (l) of the agencies and 
(IV) 

Interest (ii) of the entrepreneurs 
Interest (iii) and (v) of the agencies. 
Interest (iii) of the entrepreneurs 
Interests (ii) and (iii) of the entre- 
preneurs . 

Interest (iii) of the agencies. 

Interest (v) of the agencies and (II) 
of the entrepreneurs. 

Interests (iv) and (v) of the agencies. 


Hence the nature of indicated policy measures based on 
the reconciliation of interests or synthesis of perspectives 
of the social actors in terms of the sociology of knowledge is 
seen to be broadly convergent with the policy measures (l) 
to (10) derived earlier. 
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7.3 


iff. Approach to Policy Analysis : ' 


We now use the methodology of social cybernetic analy- 
sis for a holistic study of the problems of small scale units 
in order to derive relevent policy measures. This complex 
problem situation is here dynamically analyzed as a multi-loop 
structure of interacting feedback cycles. Malfunctioning of 
the feedback loops in relation to their intended control func- 
tions, provides the basis for understanding, the nature and 
malaise of this complex problem situation. Measures for correct- 
ing the malfunctioning loops then logically provide the basis 
for the identification of the policy measures for a logical 
solution of the problem. In what follows, we first briefly 

discuss the nature of feedback cycles and then develop a multi- 

2 

loops representation of the problem situation under review. 

7.4 The Nature of Feedback Cycles s 

Control process is goal oriented. It operates through 
circulative reactive structures. A circulative reactive struc- 
ture consists of a chain of activity cycling upon itself recur- 
rently. Starting from any point in the chain reaction, the 
sequence leads back to it and another cycle commences. The 
reactive cycles fall into two categories according to their 

1. For a discussion of the cybernetic approach to problem 
solving, see, Rastogi (1978), Op.cit . 

2. The term 'loop* and ’cycle' are used interchangeably in the 
discussion. Both of them refer to circular reactive 
structures of variables. 
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intended control functions. When the control objective is to 
maintain stability and balance within given limits, the re- 
active structure constitutes a negative feedback cycle. When 
the objective is to obtain cumulative change i.e., continuous 
growth or decline, the structure constitutes a positive feed- 
back cycle. Together they serve to realize the goals of regu- 
lation in dynamic systems. It is when they malfunction? , that 
the problems are seen to arise in a dynamic system. 

7 1 5 Analysis of the Problems of Small Scale Units Through 
Mu ltiloop Structure ; ~ 

Cybernetic representation of the problem situation of 
small scale units is given in the form of two figures. Fig. 7.1 
represents the dynamics of healthy small scale units whereas 
Fig. 7.2 represents the dynamics of sickness in small scale 
units. The variables are highly aggregated in the interest of 
keeping the analysis of the problem at a manageable level. The 
variables correspond to the lumped parameters of control system 
theory. The basis of their inclusion in the system model here 
is their recurrence in the various accounts of the problem 
situations of the small scale units studied by us. The meanings 
of the variables are contextual and self-explanatory. A listing 
of the variables along with their meanings in brief is outlined. 
The variables in Fig. 7.2 may be discussed as follows; 
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1 ) Weakening of the Resource Base ? 

Delay in project start-up caused by external factors 
produces financial strain and weakens the resource base of a 
unit i.e., it begins to lose money. High overhead and fixed 
costs of production and poor sales aggravate a firm's losses. 

2) Inadequacy of Working CanitalJ 

Financial strain caused by delayed project startup and 
low sales reduces a firm's working capital. The reduction of 
working capital is further compounded by the delayed payments 
of bills from customers. It is also later affected by the 
lack of financial accommodation from the financial institutions. 


3) The Capability to 


The sick units' capability to secure production inputs 
is affected by the inadequacy of working capital available to 
them. This is further affected by lack of assistance from 
official agencies regarding the supply of raw materials at 
regulated prices. The shortage of money resources also creates 
the problem of hiring and retaining skilled labour. 


4) 


Loss of 



Due to the firms' inability to secure production inputs 
economically and adequately, the competitive ability of the 
unit to produce and market its products is affected adversely. 
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5) Loss of Market Share ; 

The unit' s sales volume and revenue decline due to its 
loss of competitive ability. This is further affected by 
stiff competition from other firms and a limit on the market 
demand for the firms' product (s). 

6) Low Production Capacity Utilizations ; 

cMsmmsrs , i ji wnoMi ^meu . , ^ mssxma a—p * ge: wuatammstm aaa mes ara s — - — ~ 

Due to loss of market share, a firms capacity utiliza- 
tions is affected and leads to low production activity and 
increased costs. 

7 ) Increasing Overhead and Production Costs ; 

Low production capacity utilization brings about 
increasing overhead costs and production costs thereby further 
decreasing the competitive ability of the unit. 

8) Low Sales Revenue and Declining Profits ; 

Loss of market share leads to loss of orders which 
contributes to low sales and declining profits. This state of 

T 

affairs leads to a shrinking of a firms resource base. 

The variables in Fig. 7.1 are identical to those in the 
Fig. 7.2 with their signs reversed, 1. e., in this figure they 
represent a polar opposite situation. 

These variables are seen to be organized in the form of 
positive feedback cycles in the figures 7.1 and 7.2. The 
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intended regulating role of the positive feedback cycles 
is to promote growth over time. Fig. 7.1 depicts the nature 
of interaction amongst the variables that has engendered 
growth in the healthy units and enabled them to acquire 
financial viability and increasing production, sales, revenue 
and profit. The dynamics of their situation discussed next. 

7 .6 Dynamics of Healthy Small Scale Units ; 

The representation of system dynamics here consists 
of three interacting positive feedback cycles as depicted in 
Fig. 7.1. These three cycles may be discussed one by one as 
follows J 

(l) Cycle I connects together the variables-Sound resource 

base, Adequate working capital. The units capability to secure 

production inputs, Increased competitive ability. Growth of 

market share, and Higher revenue and profit. The Sound resource 

base of the healthy units enables them to maintain Adequate 

? 

working capital which in turn promotes the Units capability to- 
secure production inputs adequately and economically. The 
units capability to secure its production inputs leads to its 
increased competitive ability. This ability is further streng- 
thened by the units, sound organizational and marketing base 
and enables them to achieve growth of market share. The latter 
leads to higher sales revenue and profit which further streng- 
thes the sound resource base of the unit. The cycle I is 
complete at this point. 
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The intended regulatory function of this cycle is to 
improve the financial position, sales, revenue and profit of 
the unit. In the case of the healthy units the loop is largely 
functioning according to its intended regulatory function. 
However, if additional assistance were available to these units 
in the form of inputs from the governmental bodies, these 
healthy units would have achieved further financial success. 

Cycle II connects together the variables. Higher revenue 
and profit, Sound organizational and marketing base, The unit’s 
capacity to secure production inputs, Increased competitive 
ability and Growth of market share. Higher sales revenue and 
profit strengthen the units sound organizational and marketing 
base by enabling them to allocate more resources toward per- 
sonnel and sales effort. The latter help create Increased 
competitive ability of the firms. The latter in turn leads 
the unit to achieve growth of market share and thence higher 
sales revenue and profit. The cycle II is complete at this 
point. 

The intended regulatory function of this loop is to 
increase the firms sales revenue and profit through increased 
competitive ability and market share. In the ease of healthy 
units, this cycle is functioning according to its intended 
regulatory role. 


■\ 
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Cycle III connects together the variables - High capacity 
utilization, low overhead and production costs, Increased compe- 
titive ability and Growth of market-share. High capacity 
utilization leads to low overhead and production costs which 
enables the units to acquire Increased competitive ability. 

This further brings the firms Growth of market share. Expanded 

! 

market share in turn increases the firms capacity utilization. 

The Cycle III is complete at this point. 

This cycle in the case of healthy units is functioning 
according to its intended regulatory role of increasing high 
production and sales through lower costs of production and 
increased competitive ability of the firms. 

To sum-up the functioning of these three positive feed- 
back cycles In the dynamic structure of the healthy small scale 
units is according to their intended .regulatory functions. 

They account for the healthy status of the firm. However, 
if appropriate policy measures are introduced to enhance the 
impact of government policies so as to make available the 
various inputs and assistance by official financial institutions, 
they would bring about a further growth of healthy units. 

Although all the feedback cycles of the system dynamics 
are here positive i.e., growth-oriented, they do not Imply 
unlimited growth. First of all, the system depicted here is 
not an isolated system. It is subject to various environmental 
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disturbances that serve as external braking factors on the 
internal growth processes. Two such factors are shown in 
Fig. 7.1 in the form of two exogenous variables i.e., competi- 
tion from other firms and demand for firms' products. Growth 
of the firms in respect of the growth of market share is thence 
limited by their adverse impact. The^^ in essence imply that 
a firm has to compete with other firms who are also producing 
the same type of product and that the market demand for the 
products concerned itself is finite. Hence the dynamics of 
growth processes are kept in check by these two powerful exter- 
nal environmental factors and impose limits on the levels of 
growth achievable by the firms. 

Dynamics of sickness in the small scale units are repre- 
sented in Fig. 7.2. This situation represents a polar opposite 
of the one depicted in Fig. 7.1. All the variables here repre- 
sent the anti-growth state of affairs. The positive cycles 
are here reinforcing the interaction of the variables to lead 
the system toward a spiral of deteriorating performance. The 
exogenous variables are here shown to be further affecting 
the situation adversely. The cycle-wise discussion here is 
as follows: 

Cycle I connects the variables weakening of the resource 
base, Inadequacy of working capital, the Units incapability to 
secure production inputs, Loss of competitive ability. Loss of 
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market share, Low sales revenue and declining profit. All 
these variables are sequentially reinforcing one another and 
thereby creating a situation of low sales, losses and financial 
crisis. 

Cycle II relates together the variables - Weak resource 
base. Weak organizational and market base, Loss of competitive 
ability. Loss of market share and Low sales revenue and declin- 
ing profits. All the variables are here also sequentially 
reinforcing one another to engender a situation of increasing 
weaknesses of the organization, declining sales and profita- 
bility and the erosion of the firms resource base. 

Cycle III similarly relates together the variables Low 
production capacity utilization, Increasing overhead and 
production costs. Loss of competitive ability and Loss of 
market share. These variables are here together engendering 
a situation of low production and sales alongwith a loss of 
firms market standing. 

The exogenous variable, Delayed payments by the custo- 
mers, compounds the problems of firms' Inadequacy of working 
capital. The exogenous variable, Financial accommodation 
not available refers to the failure of official agencies to 

t 

meet the sick units, requirements of working capital shortage. 
The variable Project delays also refers to the past failure of 
official agencies to help the units commission their project 
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according to schedule. Such delays in the beginning adversely 
affected the firms resource base as the units had to remain 
idle for varying periods of time. The exogenous variable, 
Inadequate supply of raw materials at high cost refers on 
the one hand to the agencies failure to extend help regarding 
the availability of raw materials at controlled rates and on 
the other hand it also reflects the sick units' inability to 
buy their requirements from the open market on the basis of 
stable contracts. These units cannot engage into long term 
arrangements to secure the raw materials economically because 
of their lack of cash resources. The exogenous variable Lack 
of marketing assistance? similarly? refers to the failure of the 
official agencies to help the sick units toward the marketing 
of their products. The remaining two variables. Demand for 
products and competition from other firms have the same meaning 
as in Fig. 7.1. 

7.7 D erivation of Policy Measures for Problem Solution ; 

Cybernetic approach to problem solving is based on 
the requirements of rectifying the malfunctioning feedback 
cycles. In the present context, the approach implies a set 
of measures that would convert the malfunctioning positive 
cycles of this situation into the development oriented posi- 
tive cycles of the previous situation, (Fig. 7.1). These 
measures would thence relate to the changing of the role of 
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The implementations of all these policy measures are 
perhaps of equal importance, if not more, important issues. 

It would call for an extensive organizational analysis of 
the official agencies involved in the promotion of small 
scale industry in the country. The problems of their mutual 
linkages and coordinations are to be investigated and resolved 
before the proposed policy measures may be properly imple- 
mented. The present study however cannot undertake this 
challenging task due to limitations of time and resources. 



CHAPTER VIII 


CONCLUSIONS 

The present study of the problem of sickness in small 
industry, a comparative sociological study of eight small 
industrial units in Bangalore, set out with the following 
objectives s 

Firstly, to find out the underlying factors differen- 
tiating the 'sick' and 'healthy' status of the units investi- 
gated in the study. 

Secondly, to understand the problem of sickness by 
analysing the actual and normative role performance of the 

f 

various social entities in the units social environment. 

Thirds, to bring out the salient issues underlying 
the role failure of the various social entities involved in 
the problem situations including the units concerned. 

Fourthly, to assess the findings of various studies 
on industrial sickness in small scale industry in relation to 
the findings of the present work. 

Finally, to derive a set of policy measures for dealing 
with the problems of sickness in small scale industry on the 
basis of the present study. 
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The research design of this study was organized around 
a systematic comparison of a matched set of eight small scale 
units equally divided into healthy and sick categories. 

We have selected such units for our study which are charac- 
terized by a set of common control characteristics. This pur- 
posive selection of the units has been done in order to identify 
the differentiating factors underlying sickness or its absence 
in the investigated units. 

The common control characteristics of the units were 
further reinforced by a set of shared entrepreneurial attri- 
butes of the units entrepreneurs. All the entrepreneurs are 
educated, ambitious, motivated, technically trained, aware of 
governmental provisions and possess work-experience and inves— 
tible capital. 

The logical structure of the investigation was organized 
around the four themes of inferences: 

(i) the comparison of ’sick’ units among themselves, 

(ii) the comparison of ’healthy’ units among themselves, 

(iii) the comparisons of 'healthy and 'sick' emits, and 

(iv) the organization-environment relationships of the 
units concerned. 

The main uhrust of the analysis was around the role 

I ! t . t 

performance comparison of the healthy and sick units in 
respect of their functional subsystems. 
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'The comparison revealed that the healthy and the sick 
units performance in their respective functional sub-systems 
d-iff 1 erred markedly. In the case of most of the sick units, 
problems developed due to the delays caused by external factors. 
These external causal factors, produced adverse effect on the 
internal functioning of the units and amplified some of their 
weaknesses. They were primarily responsible for the conse- 
quential failures of the internal functioning of the units. In 
one case, the unit's progression toward a 'sick' status was trig- 
gered by the internal dissensions amongst the partners at a 
time when the unit was poised for further growth. 

Though all the eight industrial units shared similar 
organizational characteristics and their respective entrepre- 
neurs also shared certain basic entrepreneurial attributes, the 
role performance of the uni:s has diverged widely. Thus, diver- 
gence has been due to a number of internal and external factors 
specific to each unit. These factors have been documented in 
the study. During the course of adjustment to the respective 
adverse conditions, the sick units suffered from lack of 
sufficient working capital, and weak marketing position. These 
weaknesses amplified their poor performance in the functional 
areas of their business. The resource base of some units was 
seriously eroded. The requisite financial and marketing 
assistance from the official organizations which could have 
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helped "them "to overcome their weaknesses was not forthcoming. 

The units thence turned sick. Unless the external assistance 
like provision of additional funds, writing off the accumu- 
lated penal interests, and marketing assistance are made 
available to these units, they would continue to be sick 
and may end up as closed ones shortly. 

In contrast to the sick units, the healthy units were 
not adversely affected by external factors. Their projects’ 
commissioning was according to schedule. Though in the initial 
years they incurred small financial losses, their production 
never decreased. It continued to show an increasing trend 
because of the sound marketing arrangements which had been 
established before commissioning their projects. The sick 
units, on the other hand, were affected due to the uncertainties 
of their market position. The management of the healthy units 
was comparatively effective and efficient than those of the 
sick units. However, the entrepreneurs of both the sick and 
the healthy units experienced similar kinds of official atti- 
tudes and treatment, and all of them opined that the govern- 
mental officials and agencies did not perform their duties 
in accordance with their role- performance as were expected to, 
prompted by the norms of reciprocity of role expectations. 

The sociological nature of the problem of sickness 
hence emerges as one of the interactions between external 
and internal factors in the affected enterprises. These external 



202 


and. internal factors are seen to be the concomitant aspects 
of the role failures of the environmental social entities 
and the sick units. The role failures of the social actors 
involved, in the problem have been aggravated, instead of being 
diminished by their patternal role interaction. 

The role failures of the sick units could have been 
mitigated and prevented if the environmental social actors 
had not created the conditions of inordinate delays in the 
beginning or helped them later when these units needed their 
help in the struggle to overcome their sickness. One of the 
important points that emerged from the present study is that 
mere possession of the requisite entrepreneurial characteris- 
tics by the entrepreneurs may not yield success to their firms. 
The supportive role from the environmental entities is a vital 
requirement in this context. Many of the findings of the 
present study do confirm the findings brought out by studies 
mentioned and discussed in Chapter I. But the way differs, 
in which they are arrived at. Many studies have listed diffe- 
rent internal and external factors as causal factors for 
the sickness in small scale units. But how these internal 
and external factors emerged and brought about the success 
or failure of a unit was lacking in these studies. In the 
present study, we have shown how the emergence and inter- 
actions of the internal and external factors has engendered 
the success or failure of the industrial units. The finding 
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of Vidarbha study presents us in a vivid manner many of 
the difficulties faced by small scale units which arise from 
financial and administrative rigmarole were very much con- 
firmed by our study. We have shown as to how the role 
failures of service and financial organizations as important 
source of external causal factors which led the small 
scale units to sickness. Some of the internal factors are 
found as causal factors of sickness in small scale units 
like lack of proper organizational base, under-utilization 
of capacity, poor marketing function, lack of working capi- 
tal, lack of managerial experience (as identified by various 
studies"*"). However, we have shown, as to how these internal 
factors are the result of a chain-reacting started off by 
certain major causal factors. The role of labour relations 
as an important internal factor in the small scale units also 
emerges from our study. This aspect has remained almost 
untouched in most of the studies on sickness in small 
scale units. The present study throws light on the importance 
of understanding the crucial transactions between the small 
scale units and their environmental entities in properly 
understanding the problems of small scale units. This aspect 
has not been attempted in many of the studies that we have 
discussed. 

1. Survey Report — sick units in Vidarbha in small scale , Op » Cit » 
+ Various studies, op. cit, Chapter I. 
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The concluding part of the study, is devoted towards 
an identification of the policy measures for dealing with 
the problem of industrial sickness in small scale units. 

In order to improve the functioning of the small industries 
and to bring about their growth and development, various 
> policy measures are outlined. They are arrived at logically 
on the basis of problem analysis. These conclusions may 
perhaps also be intuitively arrived. But we have followed a 
systematic procedure of theory and methodology in order to 
identify and justify them. 

Being fully aware of the limitations of a micro-level 
empirical study it would suffice simply to say that the find- 
ings of this study will have to be further validated by a 
series of similar studies in different industrial areas. It 
is only such further comprehensive empirical research that 
would enable the national policy makers to control and avert 
the rising incidence of sickness in the small (and large) 
industrial units. + 


+ Industrial sickness has assumed alarming dimensions during 
the last two years and at present, over Rs» .2,000 crores of 
public funds are locked up in these sick units, according, 
to the general manager of the Industrial Finance Corporation 
of India, Mr. D.N. Davar, ( Times o f India , dated 30.8.1981). 
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However, the performance of the healthy units would have been 
much more satisfactory had the social entities in their 
environment played a much more positive role. The healthy 
units from the machine tools and electronics industries 
in contrast to the sick units, were well planned and their 
performance towards project management was effective. The 
healthy units were operated with effective management poli- 
cies from the beginning. 

(i) The Start _u p of the Project as per Sc hedule s 

All the healthy units commissioned their projects as 
per schedule. This avoided project start up delays and 
placed the units in a favourable position. Before the 
commissioning of the projects, the entrepreneurs secured the 
needed licence, for importing raw materials and made the 
necessary marketing arrangements. Because of their adequate 
ground. work and proper planning the healthy units did not 
face problems in this regard. 

( i i ) Cohesion of Ownership Struct ure s 

Out of the four healthy units, three units viz., Sai 
Electronics, Electronic Equipments, Sabeer Machine Tools, are 
private limited companies. The fourth one, M/S Precision 
Tools, is a sole ownership firm. All the healthy units exhi- 
bited a cohesive, harmonious, and effective, ownership struc- 
ture. In the case of private limited companies, the functions 
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In the preceding part of this chapter we have brought 
out certain major causal factors associated with the success 
and failure of the small units. These major causal factors 
underlying the differential role performance of the sick and 
healthy units may be ' summarized as in the Table 5.5. The 
sick units (except one) were initially affected "ay the exter- 
nal delays namely the delays in receiving' the suppl 3 ‘ of 
lathes and machineries. Inordinate delaj's in the issue of 
an import licence to Surya Electronics Laboratory almost 
destro 3 ?"ed the unit. These external factors serious!}/ - affected 
the project's start-up period. The time delays in the project's 
commissioning placed the units under serious financial strain. 
The entrepreneurs were poorly equipped to deal such adverse 
situations and during the initial stages, their morale and 
confidence were undermined. During the course of adjustment 
to these adverse conditions, the entrepreneurs also suffered 
from a lack of sufficient working capital. Their weak market- 
ing position compounded in their poor performance in the diffe- 
rent functional areas of their businesses. As a result of these 
external and internal factors the resource base of the units 
was seriously eroded. The requisite financial and marketing 
assistance from the official organizations which could have 
helped them overcome their weaknesses was not forth-coming. 

The units thence turned sick. 
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tions of the entrepreneurs with whom this organization is 
expected to interact in terms of its intended norms of role 
performance i.e., helping the entrepreneurs. 

6.2.3 Role Failure of Karnataka Industrial Cooperative Bank 

KICB is sponsored by Karnataka Govt, to meet the working 
capital requirements of small scale industries. 

Regal Engineering Industry approached KICB with a request 
for a working capital loan of Rs. 40,000/-. KICB agreed to 
sanction the loan if the unit was ready to pledge two of its 
lathes as security for the loan. However, the lathes were 
already pledged to KSFC. When the entrepreneur approached KSFC 
to issue a no-objection certificate to KICB regarding the 
pledging of the lathes, KSFC instead of considering the request 
sympathetically wrote to KICB about some technicalities involved 
in the matter of pledging. 

When the entrepreneur made another request to KSFC 
pointing out its difficulties in getting the working capital 
loan, KSFC finally sent a no-objection letter to KICB on 
21st July 1977. The entrepreneur who had been running from 
KICB to KSFC all along finally got a new blow. The unit was 
informed by KICB about Its inability to sanction the loan 
as they had received an instruction from Reserve Bank of India 
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(1) Highest level policy makers like central and state 
ministries of industry, and Reserve Bank of India should permit 
greater flexibility of operations to the official organs like 
KSFC and banks. The latter should have the ability to help 
the deserving cases among the sick units in a timely and ade- 
quate manner. When in their considered judgement, such help 
would enable the units concerned to overcome their difficulties 
and restore the financial viability. Additional funds should 
be made available to the agencies for this purpose. 

(2) Highest level policy makers should also make it mandatory 
for the various official agencies to coordinate their work and 
activities for assisting the new and healthy industrial units 
in a timely and adequate manner and helping effectively the 
deserving sick units in their speedy recovery. At present the 
coordination amongst the various agencies is highly erratic, 
ineffective and tardy. 

(3) Consistent with the policy measure (l), the agencies 
like KSFC and banks should professionalize their staff cadres 
through training programmes and/or recruitment. The staff of 
these official agencies should be properly trained in the tech- 
niques of managerial analysis. Such persons through their 
actual visits to the sick units can assess latters requirements 
of the financial and technical assistance. They may also on the 
basis of their professional expertise be able to evaluate a 
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(vii) Correlatively , the oick units should also approach the; 
official agencies for help as soon as they encounter problems 
which they cannot overcome by themselves. 

(viii) All the foregoing measures also imply that the official 
agencies should regularly monitor the performance of the 
assisted units. 

(ix) The assisted units should in turn comply with the rules, 
instructions and advice given by the official agencies for 
their own benefit. 

(x) In so far marketing is the most important aspect of 
the unit's health and sickness, the official agencies as a rule 
should assure themselves of the soundness of the marketing 
base of a firm before financing its project and/or providing 

it with financial accommodation toward working capital require- 
ments. 

The measures (I) to (X) listed here may be seen to be 
convergent or even identical with those derived earlier on the 
basis of role failure and sociology of knowledge analyses. In so 
far as the sets of policy measures emerging from the three 
independent theoretical frameworks are seen to be the same, 
they may be assessed as valid. The policy measures for prob- 
lem solution outlined here are the outcome of logico-rational 
analyses. They are not based on the arbitrariness of subjec- 
tive evaluation and ad hoc considerations . 



